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PURPOSE. PASSION. PROSPERITY.

November 26, 2006

Honorable Mayor and Members of the
City Council
City of Round Rock, Texas

The Comprehensive Annual Financial Report of the City of Round Rock, Texas for the
fiscal year ended September 30, 2006, is submitted herewith. The City’s Finance
Department prepared this report. Responsibility for both the accuracy of the presented
data and the completeness and fairness of the presentation, including all disclosures, rests
with the City. We believe the data, as presented, is accurate in all material aspects and
that it is presented in a manner designed to fairly set forth the financial position and
results of operations of the City as measured by the financial activity of its various funds.
All disclosures necessary to enable the reader to gain the maximum understanding of the
City's financial affairs have been included.

The City Charter requires an annual audit of the books of account, financial records and
transactions of all departments of the City by independent certified public accountants
selected by the City Council.

Brockway, Gersbach, McKinnon & Niemeier, P.C., Certified Public Accountants, have
issued an unqualified (“clean”) opinion on the City of Round Rock’s financial statements
for the year ended September 30, 2006. The independent auditors’ report is located at the
front of the financial section of this report.

The Comprehensive Annual Financial Report is divided into three sections. The
Introductory Section includes the transmittal letter and an organization chart. The
Financial Section includes the independent auditors' opinion, management’s discussion
and analysis (MD&A), the basic financial statements with notes thereto and combining
and individual fund statements and schedules. The MD&A is a narrative introduction,
overview and analysis to accompany the basic financial statements. This letter of
transmittal is designed to complement the MD&A and should be read in conjunction with
it. The City’s MD&A can be found immediately following the report of the independent
auditors. The newly revised statistical section includes five categories of unaudited data
presented on a multi-year basis. The categories include financial trends, revenue
capacity, debt capacity, demographic and economic information and operating
information.
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City of Round Rock Profile

The City of Round Rock, Texas, established in 1851, is a municipal corporation incorporated under Article X1,
Section 3 of the Constitution of the State of Texas (Home Rule Amendment). The City operates under a Council-
Manager form of government with six council members and a mayor. The City Manager is appointed by the City
Council and is responsible to them for managing and administering all City affairs.

The Assistant City Manager/Chief Financial Officer and the Finance Director are appointed by the City Manager.
The Finance Director is responsible for supervising the operations of the Finance Department. This Department
maintains all accounting records of the City.

The financial reporting entity (the government) includes all the funds of the primary government (the City of
Round Rock as legally defined) as well as its component unit. Component units are legally separate entities for
which the primary government is financially accountable. The City provides a full range of services, which
includes police and fire protection, parks and library, public health and social services, planning and zoning and
general administrative services. In addition, the City owns and operates a waterworks and sewer utility system.
These activities are included in the accompanying financial statements.

Blended component units, although legally separate entities, are in substance, part of the primary government’s
operations and are included as part of the primary government. Accordingly, Round Rock Transportation System
Development Corporation revenues are reported in a special revenue fund of the City while capital improvements
are reported in a capital project fund of the City.

Annual budgets are legally adopted for the General Fund, Special Revenue Funds, Debt Service Fund and the
Proprietary Funds. Capital Projects Funds have no binding annual budget. Project-length financial plans are
adopted for all capital projects; accordingly, no comparison of budget to actual is presented in the financial
statements.

Budgetary control is maintained at the department level by the encumbrance of estimated purchase amounts prior
to the release of purchase orders to vendors. Purchase orders which result in an overrun of balances are not
released until additional appropriations are made available. The City had no material encumbrances as of
September 30, 2006.

Significant Local Economic Events

As indicated in the body of this report, the City’s financial condition remains healthy and has continued to
improve year after year. The City’s strong financial position is a result of prudent fiscal management as well as
growth in the local economy experienced over the past several years. It is important to keep in mind the fact that
Round Rock is located in the Austin-Round Rock Metropolitan Statistic Area (MSA) and within Williamson
County. This area of Central Texas has been one of the fastest growing areas in the nation. In March 2001, the
2000 census data was released and indicated that Round Rock, with a population listed at 61,136 had nearly
doubled in size during the previous decade. Furthermore, the population growth was evidence that Round Rock
was the fastest growing community when compared to cities that had at least 30,000 people in the 1990 census.
Another way of looking at the information is that Round Rock grew by almost 100% from 1990 to 2000.
Correspondingly, Williamson County, in which Round Rock is the largest city, grew by 79% over this period of
time. The County was also one of five counties statewide responsible for 80% of all net migration into Texas for
this period. As of the end of fiscal year 2006, Round Rock’s population was estimated at 89,800.



In concert with these local growth statistics, Austin ranked fifth among the fastest-growing U.S. cities for the time
period noted above. Clearly, this kind of growth sets the stage for not only economic opportunities like job
creation and sales tax generation, but also increased demands for City services and infrastructure. Many of the
issues Round Rock faces continue to be regional issues such as population growth, traffic concerns, road
construction and water/wastewater availability, as such, Round Rock makes efforts to address these issues both at
the local and regional level. To adequately prepare for the effect of this activity on the City, much effort goes into
planning and funding infrastructure and service programs. Strategic planning, biennial budgeting and multi-year
capital improvement project programming have become important tools in planning for the financial impact of a
fast-growing community.

In 1998, Round Rock entered the ranks of the 20 largest sales tax producing cities in Texas. In 2000, the City led
the state’s largest cities in sales tax growth, a strong indicator of the vibrant economic activity present in the
region over the past several years. As with the national economy, this activity has slowed down somewhat. In
fiscal year 2002, the City experienced its first sales tax receipt shortfall in more than a decade.

After a decline from 2001 to 2002, sales tax receipts subsequent to fiscal year 2002 rebounded strongly, reflecting
a recovering economy. Sales tax receipts for fiscal year 2006 were $5,162,451 over fiscal year 2005. This figure
represents an increase of 12%. Over the past 5 years, sales tax has increased 55% or an average growth rate of
9.2% per year. The sales tax revenue category produced 63% of the total revenue available to the City’s general
fund for this year, while the property tax levy produced 15.6%. Because of reliance on the sales tax, funding for
operations is more sensitive to cyclical economic changes. While no adverse economic change is foreseen,
financial operations are managed prudently and in anticipation of these economic influences.

Round Rock continues to see a healthy trend in single-family building permits issued with 1,403 permits issued in
2006. This compares to 1,332 permits issued in 2005 and 1,317 issued in 2004. Building activity is expected to
remain strong, fueled by in-migration to the community while job creation will continue its healthy growth trends.
The current unemployment rate in Round Rock is 3.3% and remains lower than the Austin metro and statewide
rates of 3.8% and 4.7%, respectively.

Dell Computer has been in Round Rock since 1994 and continues to be a strong economic force in the
community. Latest figures show Dell to be up 6% in revenues compared to the prior year.

Retail activity in Round Rock continues to see strength and expansion including the opening of Round Rock
Premium Outlets in August 2006. The outlet center provides over 430,000 square feet of retail space containing
130 stores in an outdoor village setting, a movie theater and a planned hotel. From 5 to 7 million shoppers are
expected to visit the outlet center annually. Swedish furniture maker IKEA also opened its third Texas store in
Round Rock in November 2006. These major destination retail hubs located in north Round Rock on Interstate
3S provide continued expansion and diversification of Round Rock’s economy.

Another recent growth related expansion includes a new 2 million square foot planned mixed use development
along State Highway 45 at the southwest corner of La Frontera at the southern end of Round Rock. The majority
of the project will be office space but will also include some retail and multi-family. The mixed use development
will aid in job growth and accommodate spin-off expansions related to the recent Dell expansion (500 engineering
jobs) and business growth in general.



Round Rock is also continuing to see significant growth in the health care industry. St. David's Round Rock
Medical Center, originally constructed in 1983, completed a $58 million expansion in April of 2006 which almost
doubled its size. In addition to the new patient tower, the expanded facility includes a full-service cardiovascular
center and new intensive care unit. Since 2000, the hospital has spent approximately $98 million on renovations
and facility expansions.

Scott & White, a major regional health care organization, will expand its operations in Round Rock by developing
an $81 million Scott & White University Medical Campus in north Round Rock. This complex includes a Scott
& White Clinic and private physician medical office building which opened in October 2006 and a 76-bed
hospital and diagnostic center which are scheduled to open in 2007.

The Seton Family of Hospitals has also begun construction on Seton Medical Center Williamson, The 360,000
square foot facility, scheduled to open in early 2008, will be constructed on 74 acres in north Round Rock. The
facility is planned to be state of the art in design, technology and delivery of complex care. The first phase of the
campus will include a 181-bed hospital, ambulatory surgery center and a diagnostic and imaging center. It will
also include the first of several medical office buildings. By 2020, the hospital is expected to expand to
approximately 350 beds. The medical center will be a hub for new major growth and economic development in
the region. In the initial years of operation, the medical center will generate more than 1,400 new jobs and
provide an estimated total positive economic impact of more than $190 million.

The City recognizes that a highly educated workforce is an important component of a well-rounded economic
foundation. The City was instrumental in successfully obtaining state legislation for funding of the first
permanent building for the Round Rock Higher Education Center (RRHEC) in northeast Round Rock. The
campus opened in the fall of 2005. In conjunction with Texas State University-San Marcos, it is anticipated that
the new campus will become a full-service college including a planned nursing school strategically located in
close proximity to the growing health care facilities in north Round Rock.

The local hotel/motel industry continues to be a particularly vibrant industry for Round Rock. In 1996, the City
had 2 hotels with a total of 181 rooms. At the end of fiscal 2006, 21 hotels with 2,057 rooms were open for
business maintaining occupancy rates exceeding 70%. This strong industry bodes well for the hotel occupancy
tax collections that support local tourism events and debt service for the Dell Diamond/United Heritage
Convention Center complex. To ensure continued development and success of Round Rock’s tourism industry, in
2004 the City created a convention and visitor’s bureau (CVB) to market the City’s tourism efforts as well as
continue to implement the City’s long-range tourism plan. With several area sports facilities in place and
statewide events being planned, Round Rock is marketing its tourism brand as the “Sports Capital of Texas”.
Tourism is expected to become an expanded component of the City’s overall economic development strategy.

In conjunction with the “Sports Capital of Texas” theme, the success of the City’s AAA minor league baseball
team, the Round Rock Express, continues to draw a regional fan base and national exposure for Round Rock.

In November 2001, an $89.8 million General Obligation bond authorization for streets, public safety, parks and
general improvements was passed by more than a 2-1 margin, or 70%. These capital projects will be financed and
constructed over a span of 6-8 years and represent a significant upgrade and expansion of the City’s infrastructure.
The City has issued $54 million of the authorization and many of the improvements are well underway. The
remaining $34.8 million is expected to be issued in the spring of 2007.



To continue to meet the projected service demands of existing and new customers, the water and wastewater
utility faces a significant capital improvement program. The City recently updated its 2005 utility rate study
conducted by an independent rate consulting firm. Findings from the study indicated the water and wastewater
utility to be in good financial health. However, in order to fund the capital improvement program and to meet
increasing system demand, small, multi-year rate increases are projected. Even with these projected increases,
Round Rock water and wastewater rates continue to be among the lowest in the region.

In August of 1997 voters of Round Rock approved an increase in the local sales and use tax rate of % of 1%. This
increase in the sales and use tax rate went into effect January 1, 1998 and the proceeds are to be used for streets,
roads, drainage and other related transportation system improvements, including the payment of maintenance
expenses associated with such authorized projects. The additional revenues are not part of the operating budget
but are budgeted and spent by a non-profit industrial development corporation established expressly to oversee the
above purposes with the approval of the City Council. Collections for the past year exceeded $16.2 million. Next
year, revenue from this sales tax source is estimated to be higher than last year. These funds will help provide
major improvements to the City’s transportation system, significantly benefiting the local and regional economy.

Because traffic congestion is one of the central problems of Round Rock and the region, road projects are a high
priority. Project completions scheduled over the next several months will bring significant improvement to local
and commuter traffic, thereby helping to protect the region’s economic well being. Work on Texas State
Highway 45, a major highway project funded by state and local funds, is underway. This extremely important
road project adjacent to Dell Computer and the La Frontera development will be completed in phases. The
frontage roads in Round Rock were completed in 2002 and major structural components of the main lanes are
well underway. Many other local road projects, also funded with local and state funds, are in planning or
construction phases. Total current expenditure estimates for these various projects approximate $400 million.
The local portion, $100 million, is funded largely by the one-half percent sales tax mentioned earlier. The City’s
road development is closely following the Comprehensive Transportation Master Plan which developed a short-
term (10 year), a long-term (20 year) and ultimate term (build-out) transportation plans to serve the community
needs. These efforts, along with the development of funding sources for transportation improvements, discussed
above, are indicative of the City’s commitment to preserving its economic base and quality of life.

Relevant Financial Policies

Accounting System and Controls

It is the policy of the City to maintain a General Fund balance equivalent to at least three months of operations.
Working capital in the Water/Wastewater Utility Fund is also maintained at a minimum of three months of
operations. Balances in excess of the above levels are earmarked for future uses or reduced to the target levels
over an appropriate length of time.

In developing and evaluating the City's accounting system, consideration is given to the adequacy of internal
accounting controls. Internal accounting controls are designed to provide reasonable, but not absolute, assurance
regarding: (1) the safeguarding of assets against loss from unauthorized use or disposition; and (2) the reliability
of financial records for preparing financial statements and maintaining accountability for assets. The concept of
reasonable assurance recognizes that: (1) the cost of a control should not exceed the benefits likely to be derived;
and (2) the evaluation of costs and benefits requires estimates and judgments by management.

All internal control evaluations occur within the above framework. We believe that the City's internal accounting
controls adequately safeguard assets and provide reasonable assurance of proper recording of financial
transactions.



Cash Management

The City's cash management and investment policy emphasizes the goals of maintaining safety and liquidity. The
primary objective of all investment activity is the preservation of capital and the safety of principal in the overall
portfolio. Each investment transaction shall seek to ensure first that capital losses are avoided, whether they result
from securities defaults or erosion of market value. The investment portfolio will also remain sufficiently liquid
to meet the cash flow requirements that might be reasonably anticipated. Liquidity is achieved by matching
investment maturities with anticipated cash flow requirements, investing in securities with active secondary
markets and maintaining appropriate portfolio diversification.

Risk Management

The City is a member of the Texas Municipal League’s Intergovernmental Risk Pool. The Pool was created for
the purpose of providing coverage against risks, which are inherent in operating a political subdivision. The City
pays annual premiums to the Pool for liability, property and workers’ compensation coverage.

Long-Term Financial Planning

An underlying budgetary influence is the City’s business model. More than 60% of the General Fund revenue is
provided by the sales tax. A half-cent component of the two-cent local sales tax rate exists for the sole purpose of
reducing the property tax rate. The result is a heavy reliance upon the sales tax as a revenue source for operations
and reduced reliance upon the property tax. The sales tax is a less stable revenue source than the property tax but
provides more discretion to the taxpayer. Because of this revenue makeup, the City tends to carry higher fund
balances, estimate sales tax revenue conservatively and introduce new programs somewhat more cautiously until
projected revenue levels are established. The City is also more attentive to the health of its economy because of
the reliance upon commerce to produce the sales tax.

The City recognizes its reliance on sales tax revenue and continues to take measures to effectively manage this
significant revenue source. A financial management policy was enacted by the City in fiscal year 2005. It is
designed to reduce operational reliance on sales tax generated from Dell Computer and to redirect some of those
funds for long-term capital improvement projects thus reducing the amount of debt to be issued. This long-term
approach to property tax rate management will allow the City to continue to benefit from the presence of Dell in
the community for years to come. In addition, the City proactively monitors legislation at both the state and
federal levels that may affect the collection of sales tax.

In addition, the City is taking a proactive approach to the financial planning for its future operations by
developing a comprehensive 10-year operations plan. This plan identifies future service levels for the City's core
functions defined as legislative and regulatory, police, fire, emergency medical response, open space and park
facilities, recreation, library, urban infrastructure and water/wastewater utilities. Through this process, costs
associated with maintaining a certain level of service will be estimated, public input will be sought and options on
how to control costs and develop revenue sources to pay for services will be explored. The final result will
provide the City with a comprehensive tool for the City's future financial planning.



Prospects for the Future

A growing population directly influences the housing industry and, ultimately, the property tax base. A
significant trend in the number of housing starts has prevailed for the past several years and is expected to
continue into the near future. It is important to note that Round Rock’s extra-territorial jurisdiction (ETJ) contains
over 9,000 acres of undeveloped property which will influence the demand for City services into the future.

The City of Round Rock is proud of its progressive and achievement-oriented history. However, the City
continues to place strong emphasis on long-range planning and development so that traditional and future services
for its citizens are provided at the highest level of reliability and quality. For the next fiscal year and into the near
future, programs designed to effectively manage growth and stimulate economic activity will be continued.

As stated earlier, the local region and Round Rock saw rapid, unprecedented growth over the past decade.
Population growth projections are expected to remain strong as the area economy continues to rebound.
Correspondingly, the City’s infrastructure, streets, utility systems and service delivery must be rapidly developed
to serve a growing population. For the past several years, infrastructure expansions have concentrated on water
and wastewater facilities. Streets and transportation improvements will continue to be a priority in the future as
the City manages the significant growth discussed above.

As we look to the future, there are several key initiatives in process now that will shape the development of
Round Rock for the next decade. For example, the first building of a planned full-service university campus has
opened. The community development and opportunities presented by this type of institution are virtually
unlimited. Not only will this campus shape the physical development of the northeast area of the City but also
will influence knowledge and creativity in the community and will ensure continued success for Round Rock.

Economic development and diversification continues to be the City’s top strategic priority. Two years ago, the
City and the Round Rock Chamber of Commerce partnered to update the City’s economic development program
to identify how to enhance the City’s image as a premier location for high growth industries. Efforts to
implement the marketing plan were successful and we are now entering the next phase of the program. The City
and the Round Rock Chamber of Commerce have now entered into an expanded economic development
agreement that establishes a commission charged with overseeing the economic development efforts in the city. It
also provides for the creation of an economic development work plan and increased funding for the economic
development effort. This reinvigorated partnership is expected to yield a new, inspired approach to economic
development for Round Rock.

With the City’s natural commercial attractiveness, a strong economic development plan and a rebounding
economy, the future of the community is bright.

Awards and Acknowledgements

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City of Round Rock, Texas for its comprehensive
annual financial report for the fiscal year ended September 30, 2005. This was the twentieth consecutive year that
the City has achieved this prestigious award. In order to be awarded a Certificate of Achievement, a government
must publish an easily readable and efficiently organized comprehensive annual financial report. This report must
satisfy both generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current comprehensive
annual financial report continues to meet the Certificate of Achievement Program’s requirements and we are
submitting it to the GFOA to determine its eligibility for another certificate.



In addition, the City of Round Rock also received the GFOA’s Distinguished Budget Presentation Award for its
annual budget document for the fiscal year beginning October 1, 2005. In order to qualify for the Distinguished
Budget Presentation Award, the government’s budget document had to be judged proficient as a policy document,
a financial plan, an operations guide and a communications device.

The presentation of this report on a timely basis could not be accomplished without the efficient and dedicated
services of the entire staff of the Finance Department. We would like to express our appreciation to all members
of the Department who assisted and contributed to its presentation. Acknowledgement is also given to Brockway,
Gersbach, McKinnon & Niemeier, P.C. for their valuable assistance in production of the report. We would also
like to thank the Mayor and Council members for their interest and support in planning and conducting the
financial operations of the City in a responsible and progressive manner.

Respectfully submitted,

es R. Nuse, P.E.
City Manager

David Kautz, CGFO
Assistant City Manager/
Chief Financial Officer
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BGMN
BROCKWAY, GERSBACH, MCKINNON & NIEMEIER, PC.

CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditors' Report

The Honorable Mayor and
City Council
City of Round Rock, Texas

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information for the City of Round Rock, Texas as of
and for the year ended September 30, 2006, which collectively comprise the City’s basic financial statements as
listed in the table of contents. These financial statements are the responsibility of the City of Round Rock’s
management. Our responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for
our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information for the City of Round Rock, Texas as of September 30, 2006, and the respective
changes in financial position, and, where applicable cash flows, thereof and the respective budgetary comparisons
for the general fund and the major special revenue fund for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

Management’s Discussion and Analysis is not a required part of the basic financial statements but is
supplementary information required by the Governmental Accounting Standards Board. We have applied certain
limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

In accordance with Government Auditing Standards, we have also issued a report dated November 26, 2006, on
our consideration of the City of Round Rock’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in conjunction in assessing the results of our audit.
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Independent Auditors’ Report
(continued)

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Round Rock’s basic financial statements. The combining and individual fund statements and
schedules are presented for purposes of additional analysis and are not a required part of the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, are fairly stated, in all material respects, in relation to the basic financial
statements taken as a whole.

The introductory and statistical section of this report have not been subjected to the auditing procedures applied in
the audit of the basic financial statements, and, accordingly, we express no opinion on them,

Bioctuinsy Lstasd Fechnmon s Virnsion R

November 26, 2006
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City of Round Rock, Texas
Management’s Discussion and Analysis
September 30, 2006

MANAGEMENT’S DISCUSSION AND ANALYSIS

The discussion and analysis of the City of Round Rock’s financial performance provides an overview and analysis
of the City’s financial activities for the fiscal year ended September 30, 2006. It should be read in conjunction with
the accompanying transmittal letter and basic financial statements.

HIGHLIGHTS OF THE FINANCIAL STATEMENTS

e The assets of the City of Round Rock exceeded its liabilities at the close of the most recent fiscal year by
$ 612,097,455 (net assets). Of this amount, $ 119,276,379 (unrestricted net assets) may be used to meet
the City’s ongoing obligations to its citizens and creditors.

e The City’s total net assets increased by $ 54,357,909. Approximately 33.1 percent of this increase is a
result of contributions from developers.

e As of the close of the current fiscal year, the City of Round Rock’s governmental funds reported
combined ending fund balances of $ 141,411,073, an increase of $ 2,793,024 in comparison with the prior
year. Approximately 47 percent of the total fund balance amount, $ 66,886,985, is available for spending
at the government’s discretion (unreserved fund balance).

e At the end of the current fiscal year, unreserved fund balance for the general fund was $ 32,472,684, or
49.8 percent of the total general fund expenditures.

e The City of Round Rock’s total debt decreased by $ 774,012 during the current fiscal year. The decrease
was due to regularly scheduled debt principal retirement net of the issuance of $ 6.2 million in State
infrastructure bank debt.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City of Round Rock’s basic financial
statements. The City’s basic financial statements comprise three components: 1) government-wide financial
statements, 2) fund financial statements, and 3) notes to the financial statements. This report also contains other
supplementary information in addition to the basic financial statements themselves.

Government-wide financial statements - The government-wide financial statements are designed to provide readers
with a broad overview of the City of Round Rock’s finances, in a manner similar to a private-sector business.

The statement of net assets presents information on all of the City’s assets and liabilities, with the difference

between the two reported as net assets. Over time, increases or decreases in net assets may serve as a useful
indicator of whether the financial position of the City of Round Rock is improving or deteriorating.
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OVERVIEW OF THE FINANCIAL STATEMENTS (CONTINUED)

The statement of activities presents information showing how the City’s net assets changed during the most recent
fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the change occurs,
regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this statement for some
items that will result in cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused vacation
leave).

Both of the government-wide financial statements distinguish functions of the City of Round Rock that are
principally supported by taxes and intergovernmental revenues (governmental activities) from other functions that
are intended to recover all or a significant portion of their costs through user fees and charges (business-type
activities). The governmental activities of the City include general government, public safety, public works and
culture and recreation. The business-type activities of the City of Round Rock include a water and sewer utility and
a golf course.

Fund financial statements- A fund is a grouping of related accounts that is used to maintain control over resources
that have been segregated for specific activities or objectives. The City of Round Rock, like other local
governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal requirements.
All of the funds of the City can be divided into three categories: governmental funds, proprietary funds, and
fiduciary funds.

Governmental funds - Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the government-wide
financial statements, governmental fund financial statements focus on the near-term inflows and outflows of
spendable resources, as well as on balances of spendable resources available at the end of the fiscal year.
Such information may be useful in evaluating a government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it
is useful to compare the information presented for governmental funds with similar information presented for
governmental activities in the government-wide financial statements. By doing so, readers may better
understand the long-term impact of the City’s near-term financing decisions. Both the governmental fund
balance sheet and the governmental fund statement of revenues, expenditures, and changes in fund balances
provide a reconciliation to facilitate this comparison between governmental funds and governmental activities.

The City of Round Rock maintains 27 individual governmental funds. Information is presented separately in
the governmental fund balance sheet and in the governmental fund statement of revenues, expenditures, and
changes in fund balances for the general fund, debt service fund, the Round Rock Transportation System
Development Corporation (RRTSDC) revenue and project funds, the self-financed construction fund and the
2004 General Obligation Bond fund, all of which are considered to be major funds. Data from the other 21
governmental funds are combined into a single, aggregated presentation. Individual fund data for each of
these nonmajor governmental funds is provided in the form of combining statements elsewhere in the report.

-20 -



City of Round Rock, Texas
Management’s Discussion and Analysis
September 30, 2006

OVERVIEW OF THE FINANCIAL STATEMENTS (CONTINUED)

Proprietary funds - The City of Round Rock maintains two different types of proprietary funds. Enterprise
Junds are used to report the same functions presented as business-type activities in the government-wide
financial statements. The City uses enterprise funds to account for its water and sewer utility and for its golf
course. Internal service funds are an accounting device used to accumulate and allocate costs internally
among the City’s various functions. The City uses an internal service fund to account for its self-funded
health insurance program. Because this service predominantly benefits governmental rather than business-
type functions, it has been included within governmental activities in the government-wide financial
statements.

Proprietary funds provide the same type of information as the government-wide financial statements, only in
more detail. The proprietary fund financial statements provide separate information for the water and sewer
utility and for the golf course. The water and sewer utility is considered a major fund of the City. Since the
golf course fund is the only remaining enterprise fund, it is being presented as a major fund even though it
does not meet the criteria of a major fund established in GASB Statement Number 34. The internal service
fund is a single presentation in the proprietary fund financial statements.

Fiduciary fund - Fiduciary funds are used to account for resources held for the benefit of parties outside the
government. The Encino Plaza Public Improvement District agency fund is reported in the statement of
fiduciary net assets. The resources accounted for in this fund are excluded from the government-wide
financial statements because these funds are not available to finance the City’s operations. Consequently, the
City is responsible for ensuring that these resources are used only for their intended purpose.

Notes to the financial statements

The notes provide additional information that is essential to a full understanding of the data provided in the
government-wide and fund financial statements.

Other information

The combining statements referred to earlier in connection with nonmajor governmental funds and individual fund
schedules are presented immediately following the notes to the financial statements.

Additional information on capital assets used in the operation of governmental funds is provided following the
individual fund schedules.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position. For the
City of Round Rock, assets exceeded liabilities by $ 612,097,455 as of September 30, 2006.

The largest portion of the City’s net assets (65.7%) reflects its investments in capital assets (e.g., land, buildings and
improvements, improvements other than buildings, machinery and equipment and construction in progress), less
any debt used to acquire those assets that is still outstanding. The City uses these capital assets to provide services
to its citizens; consequently, these assets are not available for future spending. Although the City’s investment in
capital assets is reported net of related debt, it should be noted that the resources needed to repay this debt must be
provided from other sources, since the capital assets themselves cannot be used to liquidate these liabilities.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONTINUED)
An additional portion of the City’s net assets (14.8%) represents resources that are subject to external restriction on
how they may be utilized. The remaining balance of unrestricted net assets $ 119,276,379 may be used to meet the

City’s ongoing obligations to citizens and creditors.

As of September 30, 2006 and 2005, the City was able to report positive balances in all three categories of net
assets, both for the City as a whole, as well as for its separate governmental and business-type activities.

The following table provides a comparative summary of the City’s net assets as of September 30, 2006 and 2005.

Net Assets (in 000's)
Governmental Business-Type
Activities Activities Total
2006 2005 2006 2005 2006 2005

Current and other assets $ 162,365 § 154,938 § 65,717 § 59272 $ 228,082 § 214,210

Capital assets 379,703 353,386 184,271 166,966 563,973 520,352
Total assets 542,068 508,325 249,988 226,237 792,056 734,562
Long term liabilities 162,522 163,022 1,373 1,339 163,896 164,361
Other liabilities 13,281 10,008 2,782 2,453 16,063 12,462
Total liabilities 175,803 173,030 4,155 3,792 179,958 176,823
Net assets:
Invested in capital assets,
net of related debt 218,160 191,410 184,271 166,696 402,431 358,105
Restricted 72,856 77,453 17,534 20,737 90,390 98,190
Unrestricted 75,249 66,432 44,027 35,012 119,276 101,444
Total net assets $ 366265 § 335295 $ 245832 § 222445 $ 612,097 § 557,740

Analysis of Changes in Net Assets

The following table summarizes the changes in the City’s net assets from its activities for the fiscal year ended
September 30, 2006 with comparisons to the previous year.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONTINUED)

Changes in Net Assets (in 000's)

Governmental Business-Type
Activities Activities Total
2006 2005 2006 2005 2006 2005

Revenues:
Program Revenues:

Charges for services $ 7942 § 7,009 $ 31,042 $ 27589 $ 38984 $ 34,598

Operating grants and contributions 1,058 626 - - 1,058 626

Capital grants and contributions 12,548 14,436 2,310 1,187 14,859 15,623
General revenues:

Property taxes 21,632 20,487 - - 21,632 20,487

Franchise taxes 4,990 4,489 - - 4,990 4,489

Sales tax 64,936 58,053 - - 64,936 58,053

Hotel occupancy tax 2,269 1,905 - - 2,269 1,905

Public service taxes 228 213 - - 228 213

Impact fees - - 9,261 8,649 9,261 8,649

Grants and contributions not

restricted to specific programs - - 8,135 6,166 8,135 6,166

Investment earnings 7,233 3,932 2,364 998 9,597 4,930

Miscellaneous 122 206 49 29 171 235
Total Revenues 122,958 111,354 53,161 44,618 176,119 155,972
Expenses:

General government 21,635 20,282 - - 21,635 20,282

Public safety 27,724 22,762 - - 27,724 22,762

Public works 24,804 20,919 - - 24,804 20,919

Culture and recreation 11,714 10,921 - - 11,714 10,921

Interest on long-term debt 7,950 8,359 - - 7,950 8,359

Water and sewer utility - - 27,783 25,052 27,783 25,052

Golf course - - 150 216 150 216
Total Expenses 93,827 83,244 27,933 25,267 121,761 108,511
Increases in net assets before transfers 29,130 28,110 25,227 19,351 54,358 47,461
Transfers 1,840 2,752 (1,840) (2,752) - -
Increase in net assets 30,971 30,863 23,387 16,598 54,358 47,461
Net assets, at beginning of the year 335,295 304,432 222,445 205,847 557,740 510,279
Net assets, at the end of the year $ 366,265 _$ 335295 _§ 245832 § 222445 § 612,097 _$ 557,740
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GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONTINUED)

Governmental activities

Governmental activities increased the City’s net assets by $ 30,970,634 or 57 percent of the total growth in the net
assets of the City over the prior year. Key factors for the increase are as follows:

Developer contributions of subdivision improvements approximated $ 9.8 million and are included in
program revenues of public works activities.

Amounts received for property taxes increased from last year by 5.6 percent primarily due to increased
debt service requirements on recently issued bonds. Other factors included the addition of new property,
an increase in assessed valuations and continued aggressive collection efforts.

Sales taxes increased by about 11.9 percent over the prior year as a result of strong population and
economic growth along with an improving technology sector and additional major retail outlets.

Overall, general revenues, while not shown by program, are used to fund governmental program activities citywide.
Of these, sales taxes are the largest single source of funds comprising 52.8 percent of total revenues, while property
taxes make up 17.6 percent of total revenues.

Expenses for governmental activities for the City totaled $ 93,827,468 for the year ended September 30, 2006.
Significant factors include the following:

General government costs reflect a continuing multi-year economic development agreement with Dell
Computer Corp. The City and Dell have developed a revenue sharing agreement whereby Dell and the
City share sales tax generated by taxable computer sales within the state. Additional costs of general
government operations include primarily personnel costs and professional services.

Public safety program costs including police and fire department activities totaled almost $ 28 million, or
over 29 percent of total expenses for governmental activities. Most significant are personnel costs which
totaled $ 21.9 million.

Public works program costs totaling $ 24.8 million reflect primarily depreciation charges on infrastructure
along with expansion of the City’s street maintenance and improvement programs and significant
personnel costs.

Business-type activities

Business-type activities increased the City’s net assets by $ 23,387,275 or 43 percent of the total growth in the net
assets of the City over the prior year. Key factors for the increase follow.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONTINUED)

The City's water and sewer utility continues to show improvement in the number of customers and operating
revenues. Comparative data for the past two fiscal years are presented as follows:

2006 2005
Operating revenues $ 30,566,103 $ 27,161,741
Operating income $ 2,366,423 $ 1,977,057
Income available for debt service $ 12,023,158 $ 9,744,891
Annual debt service $ 284,310 $ 1,016,058
Coverage 42.29 9.59

The City recently completed an update to its comprehensive utility rate study. Findings from the study indicated the
water/wastewater utility to be in good financial health. However, in order to fund the capital improvement program
and to meet increasing system demand and operational cost pressures, multiple-year rate increases will be
necessary. This fiscal year saw a 5% utility rate increase effective in January 2006. Even with the rate increases,
Round Rock water and wastewater rates continue to be among the lowest in the region.

The rate adjustment, growth in the customer base, adequate system capacity and increased consumption levels
combined to provide strong revenue growth over the prior year.

FINANCIAL ANALYSIS OF THE CITY’S FUNDS

As noted earlier, the City of Round Rock uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements.

Governmental funds - The focus of the City’s governmental funds is to provide information on near-term inflows,
outflows and balances of spendable resources. Such information is useful in assessing the City’s financing
requirements. In particular, unreserved fund balance may serve as a useful measure of a government’s net resources
available for spending at the end of the fiscal year.

For the fiscal year ended September 30, 2006, the City’s governmental funds reported combined ending fund
balances of $141,411,073. Approximately 47 percent of this total amount ($ 66,886,985) constitutes unreserved
fund balance and is available for spending at the City’s discretion. The remainder of fund balances is reserved to
indicate that it is not available for new spending because it has already been committed to 1) pay debt service
($ 3,200,508), 2) fund authorized capital projects ($ 70,912,738), or 3) a variety of other restricted purposes
($410,842).

The general fund is the chief operating fund of the City. At the close of the current fiscal year, fund balance of the
general fund reached $32,472,684, all of which was unreserved. Unreserved fund balance represented 49.8 percent
of total general fund expenditures.

The fund balance of the general fund increased by $ 3,767,667 during the current fiscal year. The primary reasons

for the increase mirror those highlighted in the analysis of governmental activities in the government-wide
statements.

-25-



City of Round Rock, Texas
Management’s Discussion and Analysis
September 30, 2006

FINANCIAL ANALYSIS OF THE CITY’S FUNDS (CONTINUED)

The debt service fund had a total fund balance of $ 3,200,508 at the end of the fiscal year, all of which is reserved
for the payment of debt service. The net increase in fund balance during the year was minimal ($ 600,154). Debt
service expenditure requirements decreased by $ 1,089,619 during the fiscal year and were adequately funded by
the debt service portion of the property tax.

The fund balance of the RRTSDC revenue fund was $ 42,565,420, an increase of $ 6,256,210 over the prior year.
The increase reflects sales tax collections dedicated to transportation system improvements and related maintenance
and debt service costs.

The RRTSDC project fund, the self-financed construction fund and the 2004 general obligation bond fund had a
combined total fund balance at year-end of $40,740,352. The collective decrease of $ 5,253,048 occurred as a result
of transfers in for funding of scheduled project construction activity and the related project expenditures.

Proprietary funds - The City’s proprietary fund statements provide the same type of information found in the
government-wide financial statements, but in more detail.

Unrestricted net assets of the water and sewer utility totaled $ 42,484,833 at September 30, 2006. The total growth
in net assets for the utility was $ 22,564,808. The unrestricted net assets represented 17.8 percent of the utility’s
total net assets. Other factors concerning the finances of the proprietary funds have already been addressed in the
discussion of the government-wide financial statements and business-type activities.

General Fund Budgetary Highlights

Differences between the original budget and the final amended budget for the general fund were a net increase in
appropriations of $ 6,722,000 or 9.5 percent. The amendment was primarily to reallocate available cash to fund
specified capital purchases totaling $ 7,900,000.

Funding sources for the above items were provided by revenue budget amendments netting a total of $ 6,722,000
along with various operational savings. Sales tax revenue amendments were the primary source of additional
revenues as described previously.

Overall, actual revenues and financing sources exceeded budgetary estimates and expenditures including transfers
were less than budgeted amounts, thus eliminating any need to draw upon existing fund balance.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The City of Round Rock’s investment in capital assets for its governmental and business-type activities as of
September 30, 2006, amounted to $ 563,973,431 (net of accumulated depreciation). This investment includes land,

buildings and improvements, improvements other than buildings (including infrastructure), machinery and
equipment and construction in progress.
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CAPITAL ASSETS AND DEBT ADMINISTRATION (CONTINUED)

Major capital asset events during the year ended September 30, 2006, included the following:

Work was completed on the new Allen R. Baca Center for Senior and Community Activities at a total
cost of § 4.5 million.

The new Rock ‘N River Family Aquatic Center was completed and opened in June 2006; total cost was
$ 3.2 million.

Work continued on the new police station; total cost is estimated at $ 21.5 million; construction in
progress had reached $ 7.6 million at year-end. Completion is expected for fall 2007.

Work began on Fire Stations 2 and 7 at a total estimated cost of $ 3.95 million. Both stations are
expected to open in mid 2007.

Various park improvement projects are underway at a total estimated cost of $ 3.1 million and are in
various stages of completion.

Major arterial and road projects are underway and are in various stages of completion; construction in
progress at year-end approximated $ 30.6 million.

Various street, sidewalk and drainage improvement projects were underway with completions totaling
$ 17.8 million and construction in progress at $ 5.6 million at year-end.

Developers contributed infrastructure improvements for governmental activities of $ 9.8 million and §$ 8.1
million for water and sewer system infrastructure improvements.

Construction of the east side water main transmission line continues at an estimated cost of $8.1 million
and was approximately 7% complete at year-end.

Construction of raw water delivery system improvements was begun at an estimated cost of § 13.5
million and was approximately 7% complete at year-end.

Various major water line projects are underway with completions totaling $ 9.9 million and construction
in progress at $ 4.3 million at year-end.

Phase 4 of the sanitary sewer evaluation and rehabilitation program was completed at a cost of $ 3.1
million. Phases 5 and 6 are underway at a total estimated cost of § 5.4 million.

Construction of a major wastewater interceptor is underway at total estimated cost of $ 11.2 million and is
scheduled for completion in late 2007.
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Capital Assets (in 000's)

Governmental Business-Type
Activities Activities Total
2006 2005 2006 2005 2006 2005
Land $§ 19948 § 19,800 § 2,545 § 2545 § 22493 § 22435
Buildings and Improvements 57,126 49,219 21,778 21,778 78,904 70,997
Improvements Other Than Buildings 392,557 362,610 194,207 171,005 586,764 533,615
Machinery and Equipment 35,461 32,429 6,304 6,432 42,265 38,861
Accumulated Depreciation (170,664) (150,683) (53,831) (46,675) (224,495) (197,358)
Construction in Progress 45,274 39,921 12,768 11,880 58,042 51,801
Total $ 379,703 $§ 353,386 § 184271 3 166966 $ 563,973 $ 520,352

e el e pee—— e el

Additional information on the City of Round Rock’s capital assets can be found in Note IV(C) to the financial
statements.

Long-Term Debt
At the end of the current fiscal year, the City of Round Rock had total debt outstanding of $ 158,058,618. Of this
amount, $ 97,988,000 comprises debt backed by the full faith and credit of the City. The remainder of the City’s

debt (i.e., revenue bonds and bank loans) is secured solely by specified revenue sources.

The City of Round Rock’s total debt decreased by $ 774,012 during the current fiscal year. The net decrease is due
to regularly scheduled debt principal retirements of $ 6,975,389 along with the issuance of $ 6,201,377 in State
infrastructure bank debt for major transportation system improvements.
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Long-Term Debt (in 000's)

Governmental Business-Type
Activities Activities Total
2006 2005 2006 2005 2006 2005

General obligation bonds $ 95020 $ 98,680 $ - 8 - $ 95020 $ 98,680
Certificates of obligation 2,968 3,471 - - 2,968 3,471
Hotel tax revenue bonds 8,450 8,500 - - 8,450 8,500
Sales tax revenue bonds 21,610 22,600 - - 21,610 22,600
State infrastructure bank loans 30,011 25312 - - 30,011 25312
Water and wastewater v

revenue bonds - - - 270 - 270
Total $ 158,059 $ 158,563 $ - 3 270 $ 158,059 § 158,833

e — ——— &  — —_ __§ &% "} — — ———— § ——— —— ——{

The City of Round Rock’s bond ratings of AA- and Aa3 with stable outlooks from Standard & Poor’s and Moody’s
respectively were recently affirmed.

There is no direct debt limitation in the City Charter or under state law. The City operates under a Home Rule
Charter (Article XI, Section S, Texas Constitution), approved by the voters, that limits the maximum tax rate, for all
City purposes to $ 2.50 per $ 100 assessed valuation. Administratively, the Attorney General of the State of Texas
will permit allocation of $1.50 of the $2.50 maximum tax rate for general obligation debt service. Assuming the
maximum tax rate for debt service of $ 1.50 on the January 1, 2005 certified assessed valuation of $ 5,773,482,582
at 100% collection, tax revenue of $ 86,602,239 would be produced. This revenue could service the debt on
$ 1,034,929,880 issued as 20-year serial bonds at 5.50% (with level debt service payment). The resulting legal debt
margin is $ 945,900,841,

The City had authorized but unissued general obligation bonds totaling $ 34,800,000 at September 30, 2006.

Additional information on the City’s long-term debt can be found in Note IV(E) to the financial statements.
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ECONOMIC FACTORS AND NEXT YEAR'’S BUDGET AND RATES

The development of the City’s budget is guided by several factors including the City’s strategic plan, prevailing
economic conditions and by the continuing need to provide basic and improved customer services for a growing
population. The fiscal year 2006-2007 budget plan adopted by the City Council adheres to the City’s financial
policies and preserves the City’s strong financial position while providing excellent levels of service.

Revenue assumptions for fiscal year 2006-2007 are expected to generally follow the growth curve of job creation,
population growth, retail sales activity and housing starts. Some specific revenues, such as property tax revenue
and sales tax revenue, are forecast using historical results or specific calculations.

Major new programs in the general fund continue to focus on public safety and transportation. The new programs
include the addition of 22.5 new full-time equivalent positions. Of that number, 17 positions are for public safety
personnel including 4 new police officers, 8 new firefighters and 5 public safety support positions. To address
transportation concerns, additional funding for the street maintenance program is included. Other new programs
include a part-time library aide to enhance children’s programming at the library; an administrative support position
for the finance department; a human resources assistant; and a public works programs administrator position to
provide strategic planning and oversee the management of the City’s capital projects.

The following items highlight other priorities in the City’s effort to develop the general fund operating budget:

o The continuing street maintenance program;

¢ Fleet and equipment replacement;

o Storm sewer management program;

o Specialized transit services.

Faced with a significant capital improvement program, increased operating costs and increasing system demand,
the utility budget includes an average 3% utility rate increase to be implemented in January 2007. The City is
currently in the process of updating the comprehensive rate study previously completed in 2003. Results of this
update are expected to indicate continued scheduled rate increases to fund future capital improvement projects.

Additionally, the City is discussing a regional water project that will provide treated water from Lake Travis to
the cities of Round Rock, Leander and Cedar Park. This regional approach is expected to provide significant cost
savings for the construction as well as economies of scale for the ongoing operations as one plant will be
constructed to serve all three communities. The first phase of this project is expected to be completed by 2010
and future financial requirements of this project are incorporated in the City’s utility rate planning model. While
details of the financing are still under development, it is anticipated that the utility system will need to issue debt
to fund this project in 2007.

The City’s water and sewer utility expenditures are largely driven by the needs of a growing industrial and
residential customer base as well as aging utility plants and lines. New expenditures are necessitated by the increase
in water costs and additional water supply reserves. Additionally, cost increases are expected in pumping costs,
materials and supplies.

The Brazos River Authority has constructed a 30 mile pipeline from Lake Stillhouse to Lake Georgetown for the

benefit of the City of Round Rock and others. The Brazos River Authority owns, operates and maintains the water
line. The 2006-2007 budget includes capital and operating costs associated with this regional water line.
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ECONOMIC FACTORS AND NEXT YEAR'’S BUDGET AND RATES (CONTINUED)

Like the water system mentioned above, the wastewater system costs are reflective of expansions required to meet
the needs of a larger, growing population. Of particular significance this year, the wastewater treatment plant
budget reflects a continuation of facilities construction and operation by the Lower Colorado River
Authority/Brazos River Authority Alliance. Nine years ago the City sold its wastewater treatment plants to the
Alliance. The Alliance operates and expands the plants as necessary to accommodate a regional treatment concept,
which currently includes the cities of Round Rock, Austin, and Cedar Park. The Fern Bluff and Brushy Creek
Municipal Utility Districts are also customers of this regional system.

Costs for wastewater treatment are expected to increase each year. These costs reflect the significant capital
construction costs and increased debt incurred by the Alliance to finance plant acquisition and expansion. However,
while growth in the City’s customer base and the addition of regional customers, such as the City of Austin, are
expected to help the City meet these costs, they will be closely monitored to assess their impact on future utility
rates.

While the City has transferred its wastewater plant and major collector operations to the Alliance, the City still
maintains responsibility for wastewater lines maintenance. This responsibility includes maintaining and
rehabilitating the City’s wastewater lines in compliance with Texas Commission on Environmental Quality (TCEQ)
Edwards Aquifer Regulations.

REQUESTS FOR INFORMATION
This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors with a general
overview of the City’s finances and to show the City’s accountability for the money it receives. If you have

questions about this report or need additional financial information, contact the Director of Finance, City of Round
Rock, 221 East Main Street, Round Rock, Texas 78664.
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CITY OF ROUND ROCK, TEXAS

STATEMENT OF NET ASSETS
SEPTEMBER 30, 2006
Governmental Business-Type
Activities Activities Total
ASSETS

Cash and cash equivalents $ 31,190,500 $ 19,392,833 50,583,333
Investments 50,220,795 22,442,711 72,663,506
Receivables (net of allowances for uncollectibles)-

Property taxes, including

interest and penalties 347918 - 347918

Accounts & other 839,791 4,087,015 4,926,806

Loans 19,181 - 19,181

Accrued interest 641,064 230,470 871,534

Internal balances (961,537) 961,537 -

Assessments 1,361,688 - 1,361,688

Intergovernmental 37,387 - 37,387
Inventories 73,647 345,708 419,355
Other current assets 130,255 154,237 284,492
Restricted assets -

Cash and cash equivalents 62,824,808 17,910,256 80,735,064

Investments 11,455,049 - 11,455,049

Property taxes receivable 319,252 - 319,252

Accounts receivable - 192,187 192,187

Accrued interest 70,086 - 70,086
Deferred charges, net 3,795,343 - 3,795,343
Capital assets -

Land and construction in progress 65,222,873 15,312,081 80,534,954

Capital assets, net of accumulated depreciation 314,479,928 168,958,549 483,438,477

Total assets 542,068,028 249,987,584 792,055,612

The accompanying notes are an integral part of this financial statement. (Continued)
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CITY OF ROUND ROCK, TEXAS

STATEMENT OF NET ASSETS (CONTINUED)

SEPTEMBER 30, 2006
Governmental Business-Type
Activities Activities Total
LIABILITIES
Accounts payable $ 7,682,474 $ 2,490,733 10,173,207
Accrued payroll 800,995 109,243 910,238
Accrued compensated absences payable 1,728,000 182,000 1,910,000
Unearned revenue 1,811,787 - 1,811,787
Accrued interest payable 1,257,389 - 1,257,389
Noncurrent ljabilities:
Due within one year 7,447,512 - 7,447,512
Due in more than one year 155,074,624 i,373,400 156,448,024
Total liabilities 175,802,781 4,155,376 179,958,157
NET ASSETS
Invested in capital assets, net of related debt 218,160,338 184,270,630 402,430,968
Temporarily restricted for:
Debt service 1,943,119 7,100 1,950,219
Capital projects 70,912,738 17,527,151 88,439,889
Unrestricted 75,249,052 44,027,327 119,276,379
Total net assets $ 366,265,247 245,832,208 612,097,455
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CITY OF ROUND ROCK, TEXAS
STATEMENT OF ACTIVITIES
YEAR ENDED SEPTEMBER 30, 2006

Program Revenues

Operating Capital
Charges for Grants and Grants and
Functions/Programs Expenses Services Contributions Contributions
Governmental activities:
General government $ 21,634,710 $ 2,021,621 § 995,722 §$ -
Public safety 27,724,273 2,371,379 56,004 -
Public works 24,804,177 1,139,836 - 12,114,930
Culture and recreation 11,714,066 2,408,710 6,095 433,405
Interest on long-term debt 7,950,242 - - -
Total governmental activities 93,827,468 7,941,546 1,057,821 12,548,335
Business-type activities:
Water and sewer utility 27,783,218 30,566,103 - 2,310,171
Golf course 150,029 476,082 - -
Total business-type activities 27,933,247 31,042,185 - 2,310,171
Total primary government $ 121,760,715 § 38,983,731 § 1,057,821 § 14,858,506

The accompanying notes are an integral part of this financial statement.
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Net (Expense) Revenue and
Changes in Net Assets

Governmental Business-Type
Functions/Programs Activities Activities Total
Governmental activities:
General government $ (18,617,367) $ - $ (18,617,367)
Public safety (25,296,890) - (25,296,890)
Public works (11,549,411) - (11,549,411)
Culture and recreation (8,865,856) - (8,865,856)
Interest on long-term debt (7,950,242) - (7,950,242)
Total governmental activities (72,279,766) - (72,279,766)
Business-type activities:
Water and sewer utility - 5,093,056 5,093,056
Golf course - 326,053 326,053
Total business-type activities - 5,419,109 5,419,109
Total primary government (72,279,766) 5,419,109 (66,860,657)
General revenues:
Taxes:
Property taxes, levied for general purpose 12,230,235 - 12,230,235
Property taxes, levied for debt service 9,402,014 - 9,402,014
Franchise taxes 4,990,439 - 4,990,439
Sales tax 64,935,779 - 64,935,779
Hotel occupancy tax 2,268,619 - 2,268,619
Public service taxes 227,784 - 227,784
Impact fees - 9,261,152 9,261,152
Grants and contributions not restricted
to specific programs - 8,134,901 8,134,901
Investment earnings 7,232,842 2,363,692 9,596,534
Miscellaneous 122,499 48,610 171,109
Transfers 1,840,189 (1,840,189) -
Total general revenues and transfers 103,250,400 17,968,166 121,218,566
Change in net assets 30,970,634 23,387,275 54,357,909
Net assets-beginning 335,294,613 222,444,933 557,739,546
Net assets-ending $ 366,265,247 $ 245,832,208 $ 612,097,455
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CITY OF ROUND ROCK, TEXAS

GOVERNMENTAL FUNDS BALANCE SHEET

SEPTEMBER 30, 2006
Round Rock
Transportation
System
Debt Development
General Service Corporation
ASSETS Fund Fund Revenue Fund
Cash and cash equivalents $ 8,631,862 $ - 1,905,822
Investments 49,230,545 - -
Receivables (net of allowances for uncollectibles) -
Property taxes, including interest and penalties 347,918 - -
Accounts and other 798,680 - -
Loans - - -
Accrued interest 465,938 - -
Interfund receivables 254,093 35,534 -
Assessments - - -
Intergovernmental 37,387 - -
Inventories 73,647 - -
Other current assets 42,755 - -
Restricted assets -
Cash and cash equivalents - 3,195,208 36,692,589
Investments - - 5,967,940
Receivables -
Property taxes, including interest and penalties - 319,252 -
Accrued interest - 3,807 12,458
Total assets $ 59,882,825 $ 3,553,801 44,578,809
LIABILITIES AND FUND BALANCES
Liabilities-
Accounts payable $ 4,011,365 $ 3,300 -
Accrued payroll 800,995 - -
Interfund payables 22,284,825 51,981 2,013,389
Unearned revenue 312,956 298,012 -
Total liabilities 27,410,141 353,293 2,013,389
Fund balances -
Reserved for federal seizure - - -
Reserved for non-current loans receivable - - -
Reserved for debt service - 3,200,508 -
Reserved for authorized construction - - 42,565,420
Unreserved, reported in-
General fund 32,472,684 - -
Special revenue funds - - -
Capital projects funds - - -
Total fund balances 32,472,684 3,200,508 42,565,420
Total liabilities and fund balances $ 59,882,825 §$ 3,553,801 44,578,809

The accompanying notes are an integral part of this financial statement.
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Round Rock

Transportation
System 2004
Development Self- General Other Total
Corporation Financed Obligation Governmental Governmental
Project Fund Construction Bonds Fund Funds Funds
3,698,919 § 4,215,856 § - 8 6418955 § 24,871,414
- - - - 49,230,545
- - - - 347,918
- - - 41,111 839,791
- - - 19,181 19,181
- - - 175,126 641,064
- 23,997,533 - - 24,287,160
- - - 1,361,688 1,361,688
- - - - 37,387
- - - - 73,647
. - - - 42,755
1,118,382 - 8,636,421 13,182,208 62,824,808
- - 2,000,000 3,487,109 11,455,049
- - - - 319,252
- - 25,000 28,821 70,086
4,817,301 § 28,213,389 § 10,661,421 $ 24,714,199 § 176,421,745
2,769,438 §$ 146,984 § 35337 % 470,303 § 7,436,727
- - - - 800,995
- - - - 24,350,195
- - - 1,811,787 2,422,755
2,769,438 146,984 35,337 2,282,090 35,010,672
- - - 391,661 391,661
- - - 19,181 19,181
- - - - 3,200,508
1,461,563 - 10,626,084 16,259,671 70,912,738
- - - - 32,472,684
- - - 4,731,971 4,731,971
586,300 28,066,405 - 1,029,625 29,682,330
2,047,863 28,066,405 10,626,084 22,432,109 141,411,073
) 4,817,301 $= 28,213,389 § 10,661,421 § 24,714,199 § 176,421,745
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CITY OF ROUND ROCK, TEXAS
RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSETS
SEPTEMBER 30, 2006

Total Fund Balances - Governmental Funds $ 141,411,073

Amounts reported for Governmental Activities in the Statement of Net Assets
are different because:

Capital assets used in governmental activities are not financial resources and, therefore,
are not reported in the funds. These assets consist of:

Land $ 19,948,449

Building and improvements 449,682,927

Equipment 35,461,439

Construction in progress 45,274,424

Accumulated depreciation (170,664,438)

Total capital assets $ 379,702,801 379,702,801

Some revenues in the governmental funds are deferred because they are not collected
within the prescribed time period after year end. On the accrual basis, however, those
revenues would be recognized, regardless of when they are collected.

Current and prior year property

taxes not collected $ 610,968
Total unearned revenues reclassified $ 610,968 610,968

Internal service funds are used by management to charge the costs of self-funded insurance
to individual funds. The assets and liabilities of the internal service funds are included in
governmental activities in the statement of net assets. 6,252,587

Some long-term liabilities are not due and payable in the current period and, therefore,

are not reported in the funds. They are detailed in Note III A. (161,712,182)
Net Assets of Governmental Activities $ 366,265,247

The accompanying notes are an integral part of this financial statement.
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CITY OF ROUND ROCK, TEXAS

GOVERNMENTAL FUNDS
STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES
YEAR ENDED SEPTEMBER 30, 2006
Round Rock
Transportation
System
Debt Development
General Service Corporation
Fund Fund Revenue Fund
Revenues -
Taxes and franchise,
including interest and penalties $ 66,036,141 $ 9,402,012 §$ 16,233,944
Licenses, permits and fees 834,776 - -
Charges for services 4,311,153 - -
Fines and forfeitures 1,543,537 - -
Intergovernmental 474,890 - -
Hotel occupancy tax - - -
Investment and other 4,122,841 404,151 1,905,530
Contributions - - -
Total revenues 77,323,338 9,806,163 18,139,474
Expenditures -
Current -
General government 21,736,559 - -
Public safety 25,753,619 - -
Public works 8,322,994 - 184,000
Culture and recreation 9,367,029 - -
Debt service -
Principal retirement - 7,090,383 -
Interest and fiscal charges - 7,698,552 -
Capital projects - - -
Total expenditures 65,180,201 14,788,935 184,000
Excess (deficiency) of revenues
over expenditures 12,143,137 (4,982,772) 17,955,474
Other financing sources (uses) -
Proceeds from sale of capital assets - - -
Lease purchase proceeds 600,000 - -
Loan proceeds - - -
Transfers in 1,690,000 5,590,943 -
Transfers out (10,665,470) (8,017) (11,699,264)
Total other financing sources (uses) (8,375,470) 5,582,926 (11,699,264)
Net changes in fund balance 3,767,667 600,154 6,256,210
Fund balances, October 1, 2005 28,705,017 2,600,354 36,309,210
Fund balances, September 30, 2006 $ 32,472,684 § 3,200,508 $ 42,565,420

The accompanying notes are an integral part of this financial statement.
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Round Rock
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Transportation
System 2004
Development Self- General Other Total
Corporation Financed Obligation Governmental Governmental
Project Fund Construction Bonds Fund Funds Funds
$ - - 3 - $ - $ 91,672,097
- - - 135,794 970,570
- - - - 4,311,153
- - - 152,937 1,696,474
- 310,960 - 380,128 1,165,978
- - - 2,268,619 2,268,619
218,277 89,957 592,742 1,307,380 8,640,878
- 122,446 - 43,224 165,670
218,277 523,363 592,742 4,288,082 110,891,439
- - - 426,771 22,163,330
- - - 31,926 25,785,545
- - - - 8,506,994
- - - 654,460 10,021,489
- - - - 7,090,383
- - - - 7,698,552
17,341,024 6,596,806 8,978,070 3,981,024 36,896,924
17,341,024 6,596,806 8,978,070 5,094,181 118,163,217
(17,122,747) (6,073,443) (8,385,328) (806,099) (7,271,778)
- 1,423,235 - - 1,423,235
- - - - 600,000
6,201,378 - - - 6,201,378
8,306,910 10,771,947 - 3,028,115 29,387,915
- (375,000) - (4,799,975) (27,547,726)
14,508,288 11,820,182 - (1,771,860) 10,064,802
(2,614,459) 5,746,739 (8,385,328) (2,577,959) 2,793,024
4,662,322 22,319,666 19,011,412 25,010,068 138,618,049
$ 2,047,863 28,066,405 $ 10,626,084 $§ 22,432,109 § 141,411,073



CITY OF ROUND ROCK, TEXAS
RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCES OF

GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
YEAR ENDED SEPTEMBER 30, 2006

Amounts reported for governmental activities in the statement of activities are different because:
Net Change in Fund Balances-Total Governmental Funds $ 2,793,024

Governmental funds report capital outlays as expenditures. However, in
the statement of activities, the cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense. This is the
amount by which capital outlays exceeded depreciation in the current
period. 15,650,655

The net effect of various miscellaneous transactions involving capital
assets (i.e. sales, disposals, and donations) is to increase net assets. 10,665,816

Revenues in the statement of activities that do not provide current
financial resources are not reported as revenues in the funds. 114,154

The issuance of long-term debt (i.e. bonds, leases) provides current
financial resources to the governmental funds, while the repayment of
the principal of long-term debt consumes the current financial resources
of governmental funds. Also, governmental funds report the effect of
issuance costs, premiums, discounts, and similar items when debt
is first issued, whereas these amounts are deferred and amortized in the
statement of activities. This amount is the net effect of these differences
in the treatment of long-term debt and related items. 289,006

Some expenses reported in the statement of activities do not require the
use of current financial resources and, therefore, are not reported as
expenditures in governmental funds. (544,376)

Internal service funds are used to charge the costs of self-funded insurance
to the individual funds. The net revenue of certain activities of the

internal service fund is reported with governmental activities. 2,002,355
Change in Net Assets of Governmental Activities $ 30,970,634

The accompanying notes are an integral part of this financial statement.
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CITY OF ROUND ROCK, TEXAS
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE - BUDGET AND ACTUAL

Revenues -
Taxes and franchise,
including interest and penalties
Licenses, permits and fees
Charges for services
Fines and forfeitures
Intergovernmental
Investment and other
Total revenues

Expenditures -
Current -

General government

Public safety

Public works

Culture and recreation
Total expenditures
Excess (deficiency) of revenues

over expenditures

Other financing sources (uses) -
Lease purchase proceeds
Transfers in
Transfers out
Total other financing sources (uses)

Excess of revenues and
other financing sources over
expenditures and other uses

GENERAL FUND
YEAR ENDED SEPTEMBER 30, 2006
Variance -
Budgeted Amounts Positive
Actual Original Final (Negative)
$ 66,036,141 $ 60,837,000 $ 65,786,000 $ 250,141
834,776 575,000 575,000 259,776
4,311,153 4,023,000 4,023,000 288,153
1,543,537 1,177,000 1,477,000 66,537
474,890 132,000 447,000 27,890
4,122,841 1,564,000 2,722,000 1,400,841
77,323,338 68,308,000 75,030,000 2,293,338
21,736,559 22,864,143 22,302,643 566,084
25,753,619 26,400,761 26,057,171 303,552
8,322,994 10,935,750 8,646,370 323,376
9,367,029 10,394,614 9,645,614 278,585
65,180,201 70,595,268 66,651,798 1,471,597
12,143,137 (2,287,268) 8,378,202 3,764,935
600,000 600,000 600,000 -
1,690,000 1,690,000 1,690,000 -
(10,665,470) - (10,665,470) -
(8,375,470) 2,290,000 (8,375,470) -
3,767,667 $ 2,732 $ 2,732 $ 3,764,935
28,705,017

Fund balance, Qctober 1, 2005

Fund balance, September 30, 2006

$ 32,472,684

The accompanying notes are an integral part of this financial statement.
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CITY OF ROUND ROCK, TEXAS
SPECIAL REVENUE FUND
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE - BUDGET AND ACTUAL
ROUND ROCK TRANSPORTATION SYSTEM DEVELOPMENT CORPORATION
REVENUE FUND
YEAR ENDED SEPTEMBER 30, 2006

Variance -
Budgeted Amounts Positive
Actual Original Final (Negative)
Revenues -
Sales tax $ 16,233,944 $ 14,743,000 $ 14,743,000 § 1,490,944
Investment and other 1,905,530 827,000 827,000 1,078,530
Total revenues 18,139,474 15,570,000 15,570,000 2,569,474
Expenditures -
Current -
Public works 184,000 190,000 190,000 6,000
Total expenditures 184,000 190,000 190,000 6,000
Excess of revenues
over expenditures 17,955,474 15,380,000 15,380,000 2,575,474
Other financing sources (uses)-
Transfers out (11,699,264) (11,699,264) - (11,699,264) -
Total other financing uses (11,699,264) (11,699,264) (11,699,264) -
Excess of revenues
over expenditures and
other financing uses 6,256,210 3,680,736 § 3,680,736 $ 2,575,474

Fund balance, October 1, 2005 36,309,210

Fund balance, September 30,2006 @ $§ 42,565,420

The accompanying notes are an integral part of this financial statement.
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CITY OF ROUND ROCK, TEXAS

PROPRIETARY FUNDS
STATEMENT OF NET ASSETS
SEPTEMBER 30, 2006
Business-Type Activities Governmental
Enterprise Funds Activities
Water and Golf Course Internal
Sewer Fund Fund Total Service
ASSETS
Current assets:
Cash and cash equivalents $ 18,748,841 § 643,992 § 19,392,833 § 6,319,086
Investments 22,442,711 - 22,442,711 990,250
Receivables (net of allowance for
uncollectibles of $ 1,001,329) -
Accounts 4,087,015 - 4,087,015 -
Accrued interest 230,470 - 230,470 -
Interfund 81,147 - 81,147 -
Inventories 345,708 - 345,708 -
Other current assets 154,237 - 154,237 87,500
Total current assets 46,090,129 643,992 46,734,121 7,396,836
Noncurrent assets:
Restricted cash, cash equivalents,
and investments:
Customer deposits 1,013,830 - 1,013,830 -
Revenue bond covenant accounts 306,919 - 306,919 -
Impact fees 9,225,434 - 9,225,434 -
Construction 7,364,073 - 7,364,073 -
Restricted accounts and accrued
interest receivable:
Impact fees 192,187 - 192,187 -
Capital assets:
Land and construction in progress 13,280,374 2,031,707 15,312,081 -
Capital assets being depreciated,
(net of accumulated depreciation
of § 53,830,551) 165,619,503 3,339,046 168,958,549 -
Total capital assets (net of accumulated
depreciation) 178,899,877 5,370,753 184,270,630 -
Total noncurrent assets 197,002,320 5,370,753 202,373,073 -

Total assets $ 243092449 $ 6,014,745 § 249,107,194 § 7,396,836

The accompanying notes are an integral part of this financial statement. (Continued)
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CITY OF ROUND ROCK, TEXAS

PROPRIETARY FUNDS
STATEMENT OF NET ASSETS (CONTINUED)
SEPTEMBER 30, 2006
Business-Type Activities Governmental
Enterprise Funds Activities
Water and Golf Course Internal
Sewer Fund Fund Total Service
LIABILITIES AND NET ASSETS
Current liabilities:
Accounts payable $ 2,490,733 § - $ 2,490,733 § 245,747
Accrued payroll 109,243 - 109,243 -
Interfund payables 18,112 - 18,112 -
Accrued compensated
absences payable 182,000 - 182,000 -
Total current liabilities 2,800,088 - 2,800,088 245,747
Noncurrent liabilities:
Unearned revenue 298,901 - 298,901 -
Accrued compensated
absences payable 60,669 - 60,669 -
Customer deposits 1,013,830 - 1,013,830 -
Total noncurrent liabilities 1,373,400 - 1,373,400 -
Total liabilities 4,173,488 - 4,173,488 245,747
Net assets:
Invested in capital assets,
net of related debt 178,899,877 5,370,753 184,270,630 -
Restricted for:
Debt service 7,100 - 7,100 -
Capital projects 17,527,151 - 17,527,151 -
Unrestricted 42,484,833 643,992 43,128,825 7,151,089
Total net assets $ 238918961 $ 6,014,745 244,933,706 $ 7,151,089
Reconciliation to government-wide statement of net assets:
Adjustment to reflect the cumulative net profit of the internal
service fund that was allocated to enterprise fund functions. 898,502
Net assets of business-type activities $ 245,832,208

The accompanying notes are an integral part of this financial statement.
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CITY OF ROUND ROCK, TEXAS
PROPRIETARY FUNDS
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET ASSETS
YEAR ENDED SEPTEMBER 30, 2006

Business-Type Activities- Governmental
Enterprise Funds Activities
Water and Golf Course Internal
Sewer Fund Fund Total Service
Operating revenues -
Charges for services $ 30,566,103 § 476,082 $ 31,042,185 § 6,788,953
Total operating revenues 30,566,103 476,082 31,042,185 6,788,953
Operating expenses -
Personnel services 5,876,928 - 5,876,928 -
Contractual services 11,636,628 - 11,636,628 862,965
Supplies 737,939 - 737,939 -
Materials 691,236 - 691,236 -
Heat, light and power 2,019,558 - 2,019,558 -
Claims expense - - - 3,786,901
Depreciation 7,237,391 150,029 7,387,420 -
Total operating expenses 28,199,680 150,029 28,349,709 4,649,866
Operating income 2,366,423 326,053 2,692,476 2,139,087
Nonoperating revenues (expenses) -
Investment and other revenues 2,419,344 35,918 2,455,262 250,358
Interest and fiscal charges (13,588) - (13,588) -
Total nonoperating
revenues (expenses) 2,405,756 35,918 2,441,674 250,358
Income before contributions
and transfers 4,772,179 361,971 5,134,150 2,389,445
Contributions and transfers -
Contributions - impact fees 9,261,152 - 9,261,152 -
Contributions - other 2,310,171 - 2,310,171 -
Developer contributions - infrastructure 8,134,901 - 8,134,901 -
Transfers in - 375,000 375,000 -
Transfers out (1,913,595) (301,594) (2,215,189) -
Total contributions and transfers 17,792,629 73,406 17,866,035 -
Change in net assets 22,564,808 435,377 23,000,185 2,389,445
Net assets, October 1, 2005 216,354,153 5,579,368 4,761,644
Net assets, September 30, 2006 $ 238918961 $ 6,014,745 $ 7,151,089

Reconciliation to government-wide statement of activities:

Adjustment to reflect the net profit of the internal

service fund that was allocated to enterprise fund functions. 387,090
Change in net assets of business-type activities $ 23,387,275

The accompanying notes are an integral part of this financial statement.
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CITY OF ROUND ROCK, TEXAS

PROPRIETARY FUNDS
STATEMENT OF CASH FLOWS
YEAR ENDED SEPTEMBER 30, 2006
Business Type Activities- Governmental
Enterprise Funds Activities
Water and Golf Internal
Sewer Fund Course Total Service
Cash flows from operating activities:
Cash received from customers $ 30,891,532 $ 476,082 $ 31,367,614 $ 917,200
Cash received from other funds for
services provided - - 6,771,300
Cash payments to suppliers for goods
and services (14,821,092) - (14,821,092) (4,716,038)
Cash payments to employees for services (4,950,121) - (4,950,121) -
Cash payments to other funds for services (951,698) - (951,698) -
Net cash provided by
operating activities 10,168,621 476,082 10,644,703 2,972,462
Cash flows from noncapital financing activities:
Transfers from other funds - 375,000 375,000 -
Transfers to other funds (1,913,595) (301,594) (2,215,189) -
Net cash provided by (used for) noncapital
financing activities (1,913,595) 73,406 (1,840,189) -
Cash flows from capital and related
financing activities:
Receipts of capital contributions 11,571,323 - 11,571,323 -
Acquisition and construction of capital assets (16,211,864) (397,764) (16,609,628) -
Proceeds from sale of capital assets 58,773 - 58,773 -
Principal paid on revenue bonds (270,000) - (270,000) -
Collection of loans 45,604 - 45,604 -
Interest and fiscal charges paid (15,921) - (15,921) -
Net cash used by capital and
related financing activities (4,822,085) (397,764) (5,219,849) -

Cash flows from investing activities:

Purchase of investments (11,733,744) -

(11,733,744)

(1,468,015)

Proceeds from sale of investments 14,500,000 - 14,500,000 500,000
Investment and other income 2,197,496 35,918 2,233,414 228,123
Net cash provided by (used for)
investing activities 4,963,752 35,918 4,999,670 (739,892)
Net increase in cash and cash equivalents 8,396,693 187,642 8,584,335 2,232,570
Cash and cash equivalents at beginning of year 28,262,404 456,350 28,718,754 4,086,516
Cash and cash equivalents at end of year $ 36,659,097 $ 643,992 $ 37,303,089 $ 6,319,086
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CITY OF ROUND ROCK, TEXAS
PROPRIETARY FUNDS
STATEMENT OF CASH FLOWS (CONTINUED)
YEAR ENDED SEPTEMBER 30, 2006

Business-Type Activities Governmental
Enterprise Funds Activities
Water and Golf Internal
Sewer Fund Course Total Service
Recongiliation of Cash and Cash Equivalents
to Proprietary Fund Statement of Net Assets
Cash and cash equivalents $ 18,748,841 $ 643,992 $ 19,392,833 $ 6,319,086
Restricted assets -
Cash and cash equivalents 17,910,256 - 17,910,256 -
Cash and cash equivalents $ 36,659,097 $ 643,992 $ 37,303,089 $ 6,319,086
e —— 1 ] |
Reconciliation of operating income to
net cash provided by operating activities
Operating income $ 2,366,423 $ 326,053 $ 2,692,476 $ 2,139,087
Adjustments to reconcile operating income
to net cash provided by operating activities:
Depreciation 7,237,391 150,029 7,387,420 -
Provision for bad debts 24,634 - 24,634 -
(Increase) decrease in receivables 123,328 - 123,328 395,000
Decrease in interfund receivables - - - 504,547
(Increase) decrease in inventory (37,629) - (37,629) (87,500)
Increase (decrease) in accounts payable 258,326 - 258,326 21,328
Increase in accrued payroll 89,266 - 89,266 -
(Decrease) in interfund payables (116,411) - (116,411) -
Increase in payables
from restricted assets 221,039 - 221,039 -
Increase in compensated absences 2,254 - 2,254 -
Total adjustments 7,802,198 150,029 7,952,227 833,375
Net cash provided by operations $ 10,168,621 $ 476,082 $ 10,644,703 $ 2,972,462
NOTES:

(1) Noncash capital and related financing activities:
In fiscal year 2006, the Water and Sewer Fund had $ 8,134,901 in capital
assets contributed and recognized $ 98,770 in unrealized investment gains.

The accompanying notes are an integral part of this financial statement.

=51 -



CITY OF ROUND ROCK, TEXAS
FIDUCIARY FUND
STATEMENT OF FIDUCIARY NET ASSETS
SEPTEMBER 30, 2006

AGENCY FUND

Encino Plaza Public
Improvement District

ASSETS
Cash and cash equivalents $ 1,020,013
Total assets | 1,020,013
LIABILITIES
Liabilities -
Due to participants $ 1,020,013
Total liabilities $ 1,020,013

The accompanying notes are an integral part of this financial statement.
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CITY OF ROUND ROCK, TEXAS
NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 30, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City of Round Rock, Texas is a municipal corporation incorporated under 4rticle XI. Section 5 of the
Constitution of the State of Texas (Home Rule Amendment). The City operates under a Council-Manager
form of government. The financial statements of the City have been prepared in accordance with
generally accepted accounting principles (GAAP) as applied to governmental units. The Governmental
Accounting Standards Board (GASB) is the standard-setting body for governmental accounting and
financial reporting. The GASB periodically updates its codification of the existing Governmental
Accounting and Financial Reporting Standards which, along with subsequent GASB pronouncements
(Statements and Interpretations), constitutes GAAP for governmental units. The more significant of these
accounting policies are described below and, where appropriate, subsequent pronouncements will be
referenced.

A. REPORTING ENTITY

The City provides various services and performs many different functions. These include a police force, a
fire fighting and protection force, emergency medical services, a parks and recreation system, a municipal
golf course, a public library, public health and social services, planning and zoning, a waterworks and
sewer utility system. The City’s staff provides the necessary support for the services provided. All are
responsible to the Citizens of Round Rock and are therefore included within the reporting entity.

As required by generally accepted accounting principles, these financial statements present the City and
its component unit, an entity for which the City is considered to be financially accountable. Blended
component units, although legally separate entities, are, in substance, part of the City’s operations and so
data from these units are combined with data of the City.

Blended component unit

The Round Rock Transportation System Development Corporation, an entity legally separate from the
City, is governed by a seven-member board appointed by the City Council. The City Council maintains
budgetary control of the Corporation. For financial reporting purposes the Round Rock Transportation
System Development Corporation is presented as a part of the City’s operations because its sole purpose
is to utilize sales tax revenues for the improvement of the City’s transportation system. The revenues of
the corporation and its administrative expenditures are accounted for in a special revenue fund, while the
capital improvements are accounted for in a capital projects fund.

B. BASIS OF PRESENTATION-GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS

The basic financial statements include both government-wide (based on the City as a whole) and fund
financial statements. GASB Statement No. 34 requires certain supplementary information. Management’s
Discussion and Analysis includes an analytical overview of the City’s financial activities. In addition,
budgetary comparison statements are presented that compare the adopted and amended budgets of the
General Fund and the Round Rock Transportation System Development Corporation Special Revenue
Fund with their actual results.
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CITY OF ROUND ROCK, TEXAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
SEPTEMBER 30, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

B. BASIS OF PRESENTATION - GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS (CONTINUED)

Government-wide Statements:

The government-wide financial statements (i.e., the statement of net assets and the statement of activities)
report information on all non-fiduciary activities of the primary government and its component unit.
Governmental activities, which are normally supported by taxes and intergovernmental revenues, are
reported separately from business-type activities, which rely to a significant extent on fees and charges for
support.

The City’s statement of net assets includes both non-current assets and non-current liabilities of the City.
In addition, the government-wide statement of activities reflects depreciation expense on the City’s
capital assets, including infrastructure.

The government-wide statement of activities demonstrates the degree to which the direct expenses of a
functional category (police, fire, public works, etc.) are offset by program revenues. Direct expenses are
those that are clearly identifiable with a specific function. Program revenues include 1) charges to
customers or applicants who purchase, use or directly benefit from goods, services, or privileges provided
by a given function or segment, 2) grants and contributions that are restricted to meeting the operational
requirements of a particular function or segment and 3) grants and contributions that are restricted to
meeting the capital requirements of a particular function or segment. Taxes and other items not properly
included among program revenues are reported as general revenues.

The net cost (by function or business-type activity) is normally covered by general revenue (property,
sales or franchise taxes, intergovernmental revenues, interest income, etc.).

The government-wide focus is more on the sustainability of the City as an entity and the change in
aggregate financial position resulting from financial activities of the fiscal period. The focus of the fund
financial statements is on the major individual funds of the governmental and business-type categories, as
well as the fiduciary funds, and the component unit. Each presentation provides valuable information that
can be analyzed and compared to enhance the usefulness of the information.
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CITY OF ROUND ROCK, TEXAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
SEPTEMBER 30, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

B. BASIS OF PRESENTATION -GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS (CONTINUED)

Fund Financial Statements:

Separate fund based financial statements are provided for governmental funds, proprietary funds and
fiduciary funds, even though the latter are excluded from the government-wide financial statements.
Major individual governmental funds and major individual enterprise funds are reported as separate
columns in the fund financial statements. An emphasis is placed on major funds within the governmental
and proprietary categories. GASB Statement No. 34 sets forth minimum criteria (percentage of assets,
liabilities, revenues or expenditures/expenses of either fund category for the governmental and enterprise
combined) for the determination of major funds. The major governmental funds are the general fund, the
debt service fund, the Round Rock Transportation System Development Corporation’s special revenue
and capital project funds, the self-financed construction fund and the 2004 General Obligation Bond
capital projects fund. The nonmajor funds are combined in a separate column in the fund financial
statements.

The internal service fund, which provides services to the other funds of the government, is presented as
part of the proprietary fund financial statements. Because the principal users are the City’s governmental
activities, financial statements of the internal service fund are consolidated into the governmental column
when presented at the government-wide level. The costs of these services are reflected in the appropriate
functional activity (general government, public safety, public works, etc.).

The City’s fiduciary fund is presented in the fund financial statements by type. Since by definition these
assets are being held for the benefit of a third party and cannot be used to address activities or obligations
of the government, this fund is not incorporated into the government-wide statements.

C. GOVERNMENTAL FUND TYPES

Governmental funds are those through which most governmental functions of the City are financed. The
acquisition, use and balances of the City's expendable financial resources and the related current liabilities
(except those, if any, which should be accounted for in proprietary funds) are accounted for through
governmental funds. The measurement focus is upon determination of financial position and changes in
financial position, rather than upon net income determination. The City maintains the following
governmental fund types:

General Fund - The General Fund accounts for financial resources in use for general types of

operations, which are not encompassed within other funds. The general fund is considered a major fund
in the fund financial statements.
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CITY OF ROUND ROCK, TEXAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
SEPTEMBER 30, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
C. GOVERNMENTAL FUND TYPES (CONTINUED)

Special Revenue Funds - Special Revenue Funds are used to account for the proceeds of specific
revenue sources (other than major capital projects) that are legally restricted to expenditures for specified
purposes.

There are eleven groups of funds within the Special Revenue Funds which account for the activities
related to grant programs, hotel-motel room taxes, transportation system improvement sales tax and funds
designated for specific service programs. They are as follows:

— 1981 Community Development Block Grant Fund
— Street and Bridge Fund

— Hotel-Motel Occupancy Tax Fund

— Police Fund

— Municipal Court Fund

— Landscape Fund

— Convention Center Revenue Fund

— Round Rock Transportation System Development Corporation Revenue Fund
— Community Development Block Grant Fund

— Annexation Fees Fund

— Library Fund

The Round Rock Transportation System Development Corporation special revenue fund is considered a
major fund in the fund financial statements. It accounts for sales tax monies received for streets, drainage
and other transportation system improvements, including maintenance costs associated with such
authorized projects.

Debt Service Fund - The Debt Service Fund is used to account for the accumulation of resources for,
and the payment of, governmental long-term debt principal, interest and related costs. The debt service
fund is considered a major fund in the fund financial statements.
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CITY OF ROUND ROCK, TEXAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
SEPTEMBER 30, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
C. GOVERNMENTAL FUND TYPES (CONTINUED)

Capital Projects Funds - The Capital Projects Funds are used to account for financial resources to be
used for the acquisition or construction of capital facilities (other than those financed by proprietary
funds).

There are thirteen groups of funds within the Capital Projects Fund which account for the activities
related to various capital improvements projects as follows:

— Streets and Drainage

— 1995 Series Certificates of Obligation (Yard and Fire Improvements Fund)

— Park Development

— 1990 Series Certificates of Obligation (City Hall Complex)

— 2002 Series General Obligation Bonds

— Self-Financed Construction

— 1997 Series Certificates of Obligation (Streets and Public Safety Improvements)

— 1998 Series General Obligation Bonds (Public Works, Police and Parks
Facilities Improvements)

— Round Rock Transportation System Development Corporation Project

— 1999 Series Hotel Tax Revenue Bonds (Convention Center Complex)

— 2000 Series Certificates of Obligation (Municipal Complex, Park Land & Streets)

— 2004 Series General Obligation Bonds

— Tourism Development Fund

The Round Rock Transportation System Development Corporation capital projects fund, the Self-
Financed construction fund and the 2004 Series General Obligation Bonds are considered major funds in
the fund financial statements. The Round Rock Transportation System Development Corporation fund
accounts for transportation system improvements funded by sales tax revenues. The Self-Financed
Construction fund accounts for the costs of authorized general capital improvements and facilities.
Financing is provided by general government resources. The 2004 Series GO Bonds fund accounts for
street, traffic safety and sidewalk improvement projects, and improvements and equipment for police, fire
and municipal office facilities.

Permanent Fund — The Permanent Fund is used to account for resources that are legally restricted to
the extent that only earnings, and not principal, may be used for authorized purposes that support the
City’s park improvement programs. The permanent fund is the Ron Sproull Memorial Endowment Fund,
which was used to account for a contribution that is legally restricted so that only the earnings may be
expended on park improvements. The fund was closed in fiscal year 2006.
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CITY OF ROUND ROCK, TEXAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
SEPTEMBER 30, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
D. PROPRIETARY FUNDS TYPES

The Proprietary Funds are used to account for the City's ongoing organizations and activities that are
similar to those found in the private sector. The measurement focus is upon capital maintenance and upon
determination of net income, financial position and cash flows. The City maintains the following
Proprietary Fund types.

Enterprise Fund - The Enterprise Fund is used to account for operations that are financed and operated
in a manner similar to private business enterprises - where the intent of the governing body is that the
costs (expenses including depreciation) of providing goods or services to the general public on a
continuing basis be financed or recovered primarily through user charges. The City's Enterprise Fund
consists of the Water and Sewer Utility Fund and the Golf Course Fund. These funds are primarily
supported by user charges.

E. OTHER FUND TYPES

Internal Service Fund - The Internal Service Fund is used to account for the financing of goods or
services provided by one department or agency to other City departments or agencies on a cost-plus basis.
The City's Internal Service Fund is the Self-Funded Health Insurance Fund, which is used to account for
the activities of the City's self-funded health insurance program.

Agency Fund - The Agency Fund is purely custodial (assets equal liabilities) and thus does not involve
measurement of results of operations. The Agency Fund is the Encino Plaza Public Improvement District
Fund.

F. NON-CURRENT GOVYERNMENTAL ASSETS/LIABILITIES

GASB Statement No. 34 eliminated the presentation of account groups, but provides for these records to
be maintained and incorporates the information into the governmental activities column in the
government-wide statement of net assets.

G. BASIS OF ACCOUNTING
Government-wide Statements

The government-wide financial statements are reported using the economic resources measurement focus
and the accrual basis of accounting. Revenues are recorded when earned and expenses are recorded when
a liability is incurred, regardless of the timing of the related cash flows. Property taxes are recognized as
revenues in the year for which they are levied. Grants and similar items are recognized as revenue as
soon as all eligibility requirements imposed by the provider have been met.
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CITY OF ROUND ROCK, TEXAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
SEPTEMBER 30, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
G. BASIS OF ACCOUNTING (CONTINUED)
Fund Financial Statements

In the fund financial statements, all governmental funds are accounted for using a modified accrual basis
of accounting. Governmental funds use the current financial resources measurement focus. Under this
basis, revenues are recognized in the accounting period in which they become measurable and available.
Expenditures are recognized in the accounting period in which the fund liability is incurred, if
measurable.

Governmental Funds
Revenue Recognition

In applying the susceptible to accrual concept under the modified accrual basis of accounting, revenues
are recorded when deemed both measurable and available. Measurable means that the amount of the
transaction can be determined. Available means the amount of the transaction is collectible within the
current period or soon enough thereafter to be used to pay liabilities of the current period.

Property tax revenues are recognized when they become available. In this case, available means when
due, or past due and receivable within the current period and collected within the current period or soon
enough thereafier to be used to pay liabilities of the current period. Such time thereafter shall not exceed
60 days. Tax collections expected to be received subsequent to the 60-day availability period are reported
as unearned revenue.

Sales and hotel taxes, franchise fees, and special assessments are recorded when susceptible to accrual,
both measurable and available. Licenses and permits, charges for services, fines and forfeitures and other
revenues (except earnings on investments) are recorded as revenues when received in cash because they
are generally not measurable until actually received. Earnings on investments are recorded on the accrual
basis in all funds. Unrealized gains or losses on investments are also recognized in accordance with
GASB Statement No. 31.

In applying the susceptible to accrual concept to intergovernmental revenues, the legal and contractual
requirements of the individual grant programs are used for guidance. Monies received are generally
unrestricted as to purpose of expenditure and are revocable only for failure to comply with prescribed
compliance requirements. These resources are recognized as revenues at the time of receipt, or sooner, if
the susceptible to accrual criteria are met.
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CITY OF ROUND ROCK, TEXAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
SEPTEMBER 30, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
G. BASIS OF ACCOUNTING (CONTINUED)

Governmental Funds (Continued)

Revenue Recognition (Continued)

The City reports unearned revenue on its fund financial statements. Unearned revenues arise when
potential revenue does not meet both the "measurable” and "available" criteria for recognition in the
current period. Unearned revenues also arise when the City receives resources before it has a legal claim
to them, as when grant monies are received prior to the incurrence of qualifying expenditures. In
subsequent periods, when both revenue recognition criteria are met or when the City has a legal claim to
the resources, the liability for unearned revenue is removed from the balance sheet and revenue is
recognized.

Expenditure Recognition

The measurement focus of governmental fund accounting is on decreases in net financial resources
(expenditures) rather than expenses. Most expenditures are measurable and are recorded when the related
fund liability is incurred except for unmatured principal and interest on governmental long-term debt
which are recognized when paid. Allocations of costs, such as depreciation and amortization, are not
recognized in the governmental funds’ fund financial statements.

Proprietary and Agency Funds

In the fund financial statements and the government-wide statements, proprietary and agency funds utilize
the accrual basis of accounting. Under the accrual basis of accounting, revenues are recognized in the
accounting period in which they are earned and become measurable. Expenses are recorded in the
accounting period incurred, if measurable.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with a proprietary fund’s principal ongoing operations. The principal operating revenues of
the water and sewer fund, the golf course fund and the internal service fund are charges to customers for
sales and services. Operating expenses for the enterprise funds and internal service fund include the cost
of sales and service, administrative expenses and depreciation on capital assets. All revenue and expenses
not meeting this definition are reported as non-operating revenues and expenses.

The proprietary funds follow GAAP prescribed by GASB and all Financial Accounting Standards

Board’s standards issued prior to November 30, 1989. Subsequent to this date, the City accounts for its
proprietary funds as prescribed by the GASB.
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CITY OF ROUND ROCK, TEXAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
SEPTEMBER 30, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
H. CASH AND CASH EQUIVALENTS

In accordance with GASB Statement 9, for reporting purposes, the City has developed a definition of cash
equivalents. Cash equivalents are demand deposit account balances, investments with the State
[nvestment Pool, repurchase agreements, obligations of the United States government and its agencies,
commercial paper and certificates of deposit with original maturities of three months or less.

I. INVENTORIES AND PREPAID ITEMS

Inventories for all funds are valued the lower of cost or market. The consumption method is used to
account for inventories. Under the consumption method, an expenditure is recognized when inventory
items are used. Cost is determined for inventories of supplies on the first-in, first-out method.

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as
prepaid items (other current assets) in both the government-wide and fund financial statements.

J. CAPITAL ASSETS

Capital assets are stated at historical cost. Maintenance and repairs are charged to operations as incurred.
Improvements and betterments, which extend the useful lives of assets, are capitalized.

The accounting and reporting treatment applied to the capital assets associated with a fund are determined
by the fund’s measurement focus. The minimum capitalization threshold is any individual item with a
total cost greater than $ 2,000 and a useful life of at least 5 years. Contributed assets are recorded at the
estimated fair market value at the time received.

Public domain capital assets (infrastructure) have been capitalized. Infrastructure consists of certain
improvements other than buildings, including roads, curbing, gutters, streets and sidewalks and drainage
systems.
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CITY OF ROUND ROCK, TEXAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
SEPTEMBER 30, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
J. CAPITAL ASSETS (CONTINUED)
In the government-wide statements, depreciation of plant and equipment classified by functional

components is provided by the straight-line method over their estimated useful lives. Estimated useful
lives are as follows:

Buildings 30 — 50 years
Improvements other than buildings 10 — 40 years
Machinery and equipment 5 —10years

When capital assets are retired or otherwise disposed of, a gain or loss on disposal of assets is recognized.

In the fund financial statements, because of the application of the current financial resources focus and the
use of modified accrual accounting for governmental funds, depreciation is only recognized for the
Enterprise Funds.

For the Enterprise Fund's capital assets, interest is capitalized on construction costs. The amount of
interest cost capitalized for assets constructed with tax-exempt borrowings is equal to the cost of
borrowing, less interest earned on related interest-bearing investments acquired with proceeds of the
related tax-exempt borrowings. The total amount of interest expense incurred and expensed was
$13,588.

K. LONG-TERM DEBT

In the government-wide financial statements, and proprietary fund types in the fund financial statements,
long-term debt and other long-term obligations are reported as liabilities in the applicable governmental
activities, business-type activities, or proprietary fund type statement of net assets. Bond premiums and
discounts, as well as issuance costs, are deferred and amortized over the life of the bonds using the
effective interest method. Bonds payable are reported net of the applicable bond premium or discount.
Bond issuance costs are reported as deferred charges and amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as
well as bond issuance costs, during the current period. The face amount of debt issued is reported as
other financing sources. Premiums received on debt issuances are reported as other financing sources
while discounts on debt issuances are reported as other financing uses. Issuance costs, whether or not
withheld from the actual debt proceeds received, are reported as debt service expenditures.

-64 -



CITY OF ROUND ROCK, TEXAS
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
K. LONG-TERM DEBT (CONTINUED)

Hotel Occupancy Tax Revenue Bonds were issued to fund the City’s portion of the construction of a
convention center complex. The project costs were shared with a private corporation in accordance with
the Master Agreement Regarding Convention Center Development. The Hotel Occupancy Tax Revenue
Bonds are to be repaid from the hotel tax revenues.

Loans from the State Infrastructure Bank have been received to fund transportation improvements. The
loans are to be repaid from revenues of the Round Rock Transportation System Development
Corporation.

Revenue bonds, which have been issued to fund capital projects of the Enterprise Fund are to be repaid
from net revenues of the utility systems.

Sales tax revenue bonds have been issued to fund transportation improvements. The bonds are to be
repaid from revenues of the Round Rock Transportation System Development Corporation.

L. UNPAID COMPENSATED ABSENCES

Each employee may accumulate a total of two years vacation eligibility. Employees are paid for the
accumulated vacation upon termination. Effective January 1, 1994, a liability for sick pay is not recorded
since sick pay does not vest.

The City accrues a liability for accumulated vacation and sick leave benefits, which meet the following
criteria:

— The City's obligation to fund accumulated vacation and sick leave benefits is
attributable to employees’ services already rendered

— The obligation relates to rights that vest or accumulate

— Payment of the compensation is probable

— The amount can be reasonably estimated

All vacation pay is accrued when incurred in the government-wide and proprietary fund financial

statements. A liability for these amounts is reported in governmental funds only if they have matured, for
example, as a result of employee resignations and retirements.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
M. TRANSACTIONS BETWEEN FUNDS

Short-term advances between funds are accounted for in the appropriate interfund receivable and payable
accounts. All legally authorized transfers are appropriately treated as transfers and are included in the
results of operations of both governmental and proprietary funds. Nonrecurring or non-routine transfers
of equity between funds — for example, contribution of capital assets to a proprietary fund or transfers of
residual balances of discontinued funds to other funds - are accounted for as transfers.

As a rule, the effect of interfund activity has been eliminated from the government-wide statement of net
assets. Exceptions to this rule are cost reimbursement transactions between the enterprise fund and
various other functions of the government for utilities and for reimbursement of personnel costs for
employees administering grant programs. Elimination of these charges would distort the direct costs and
program revenues reported for the various functions concerned.

N. RESTRICTED ASSETS

Certain bond proceeds, as well as resources set aside for their repayment, are classified as restricted assets
because their use is limited by bond covenants. Other assets are restricted due to City Ordinance
restrictions on their use.

Net assets have been restricted for the excess of restricted assets over related liabilities to the extent such
restricted assets were accumulated from revenues (i.e., in some cases, restricted assets were obtained in
total or in part from the proceeds of bond sales or grants).

When both restricted and unrestricted resources are available for use, it is the City’s policy to use
restricted resources first, then unrestricted resources as they are needed.

O. FUND BALANCE/NET ASSETS
Fund balance and net assets represent the difference between assets and liabilities. Fund balance

reservations identify the portion of fund balance that is segregated for a future purpose or not available for
expenditure in the following period.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
O. FUND BALANCE/NET ASSETS (CONTINUED)

Net assets are reported as restricted when there are limitations imposed on their use either through the
enabling legislations adopted by the City or through external restrictions imposed by creditors, grantors,
or laws or regulations of other governments.

1) Fund balance components:
i.  Federal seizure — reserved for expenditures on law enforcement expenditures as authorized by
state law for asset forfeiture monies.
ii.  Non-current loans receivable — reserved for loans receivable that are not due within the next year.
iii.  Debt service — reserved for the retirement of general long-term debt.
iv.  Authorized construction — reserved to fund capital projects.
v.  Unreserved & undesignated - funds available for expenditure in the following period.

2) Net asset categories :
i.  Invested in capital assets, net of related debt — capital assets, net of accumulated depreciation,
reduced by
a) the outstanding balances of any borrowing used for the acquisition,
construction or improvement of those assets.
b) unspent bond proceeds.
ii.  Debt service — restricted for the retirement of bonds.
iii.  Capital projects — funds whose source is restricted for future capital improvements.
iv.  Unrestricted — no limitations are imposed on the use of net assets.

P. TAP-IN (CONNECTION FEES) AND IMPACT FEES

Water and sewer tap-in fees (connection fees) represent reimbursement of the costs incurred to perform
the connection of the respective utilities. These fees are recorded as operating revenue at the time of
service.

The impact fee substantially exceeds the cost of connection to the water and sewer system, and is

therefore viewed as a contribution. Effective with the implementation of Governmental Accounting
Standards Board Statement 33, impact fees are recorded as contributions in the Enterprise Fund.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Q. COMPARATIVE DATA/RECLASSIFICATIONS

Comparative total data for the prior year has not been presented. Certain amounts presented in the prior

year data have been reclassified in order to be consistent with the current year’s presentation.

R. USE OF ESTIMATES

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect certain

reported amounts and disclosures. Accordingly, actual results could differ from those estimates.

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A. BUDGETARY ACCOUNTING

The City follows these procedures in establishing the appropriated budget as reflected in the

accompanying financial statements:

(D

@)
&)

4

&)

(6)

At least sixty days prior to the beginning of each fiscal year, the City Manager
submits to the City Council a proposed budget for the fiscal year beginning on
the following October 1. The operating budget, which represents the financial
plan for the ensuing fiscal year, includes proposed expenditures and the means of
financing them.

Public hearings are conducted at which all interested persons’ comments
concerning the budget may be heard.

The budget is legally enacted by the City Council through passage of an
appropriation ordinance and tax-levying ordinance not later than the final day of
the last month of the fiscal year.

Formal budgetary integration is employed as a management control device
during the year for the General Fund, Special Revenue Funds, Debt Service Fund
and Proprietary Funds. Management control for the operating budget is
maintained at the individual office, department, or agency level.

Annual budgets are legally adopted for the General Fund, Special Revenue
Funds, Debt Service Fund and the Proprietary Funds. Capital Projects Funds
have no binding annual budget. Project-length financial plans are adopted for all
capital projects; accordingly, no comparison of budget to actual is presented in
the financial statements.

Amendments that alter total expenditures of any fund must be approved by the
City Council. Although costs are monitored on a departmental basis, the level of
control at which expenditures may not exceed the budget is at the fund level.
The reported budgetary data has been revised for amendments authorized.
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STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY (CONTINUED)
A. BUDGETARY ACCOUNTING (CONTINUED)

(7 Any appropriation balances in the General Fund and Special Revenue Funds
lapse or revert to the undesignated fund balances at the close of each fiscal year.

The budgets of the various funds are prepared on a basis consistent with generally accepted accounting
principles as described above.

Budgeted amounts are as originally adopted, or as amended by the City Council on October 12, 2006.
Amendments to Special Revenue and Debt Service Funds were not material to the original appropriations.
The original budget of the General Fund was amended once during 2006. The following table compares
original to final budgets. The largest amendment was to reallocate § 7,900,000 of available cash to fund
specified capital purchases.

Amendments
Original Increase Final
Budget (Decrease) Budget
Revenues -
Taxes and franchise, ,
including interest and penalties $ 60,837,000 $ 4,949,000 $ 65,786,000
Licenses, permits and fees 575,000 - 575,000
Charges for services 4,023,000 - 4,023,000
Fines and forfeitures 1,177,000 300,000 1,477,000
Intergovernmental 132,000 315,000 447,000
Investment and other 1,564,000 1,158,000 2,722,000
Total revenues 68,308,000 6,722,000 75,030,000
Expenditures -
Current -
General government 22,864,143 (561,500) 22,302,643
Public safety 26,400,761 (343,590) 26,057,171
Public works 10,935,750 (2,289,380) 8,646,370
Culture and recreation 10,394,614 (749,000) 9,645,614
Total expenditures 70,595,268 (3,943,470) 66,651,798
Excess (deficiency) of revenues
over expenditures (2,287,268) 10,665,470 8,378,202
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A. BUDGETARY ACCOUNTING (CONTINUED)

Amendments
Original Increase Final
Budget (Decrease) Budget _
Other financing sources (uses) -
Lease purchase proceeds $ 600,000 § - 3 600,000
Transfers in 1,690,000 - 1,690,000
Transfers out - (10,665,470) (10,665,470)
Total other financing sources (uses) 2,290,000 (10,665,470) (8,375,470)
Excess of revenues and other
financing sources over expenditures
and other uses $ 2!732 $ - 3 2,732

IIL.

B. ENCUMBRANCES

Encumbrances represent commitments related to unperformed (executory) contracts for goods or
services. For budgetary purposes, encumbrances lapse at fiscal year-end.

RECONCILIATION OF GOYERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

A. EXPLANATION OF CERTAIN DIFFERENCES BETWEEN THE GOVERNMENTAL
FUND BALANCE SHEET AND THE GOVERNMENT-WIDE STATEMENT OF NET
ASSETS

The governmental fund balance sheet includes a reconciliation between fund balance-total governmental
Sfunds and net assets-governmental activities as reported in the government-wide statement of net assets.
One element of that reconciliation explains that “long-term liabilities, including bonds payable, are not
due and payable in the current period and therefore are not reported in the funds.” The details of this
difference are as follows:

Bonds payable $ 158,058,618
Plus: Issuance premium (to be amortized against interest expense) 2,280,408
Less: Deferred charge from issuance costs

(to be amortized over life of debt) (1,525,231)
Less: Deferred charge on refundings

(to be amortized over life of debt) (2,270,112)
Accrued interest payable 1,257,389
Capital leases payable 1,203,437
Compensated absences 2,707,673
Net adjustment to reduce fund balance - total governmental funds
to arrive at net assets - governmental activities $ 161,712,182
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III. RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS
(CONTINUED)

B. EXPLANATION OF CERTAIN DIFFERENCES BETWEEN THE GOVERNMENTAL
FUND STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND
BALANCES AND THE GOVERNMENT-WIDE STATEMENT OF ACTIVITIES

The governmental fund statement of revenues, expenditures, and changes in fund balances includes a
reconciliation between net changes in fund balances — total governmental funds and changes in net assets
of governmental activities as reported in the government-wide statement of activities. One element of that
reconciliation explains that “Governmental funds report capital outlays as expenditures. However, in the
statement of activities the cost of those assets is allocated over their estimated useful lives and reported as
depreciation expense.” The details of this difference are as follows:

Capital outlay $ 36,806,924
Depreciation expense - (21,246,269)
Net adjustment to increase net changes in_fund balances -

total governmental funds to arrive at changes in net assels
of governmental activities $ 15,650,655
e —

Another element of the reconciliation states that “The net effect of various miscellaneous transactions
involving capital assets (i.e. sales, disposals, and donations) is to increase net assets.” The details of this
difference are as follows:

Donations $ 10,655,816
Reclassifications, disposals, and transfers 10,000
Net adjustment to increase net changes in fund balances - total

governmental funds to arrive at changes in net assets of

governmental activities $§ 10,665,816
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III. RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS
(CONTINUED)

B. EXPLANATION OF CERTAIN DIFFERENCES BETWEEN THE GOVERNMENTAL
FUND STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND
BALANCES AND THE GOVERNMENT-WIDE STATEMENT OF ACTIVITIES
(CONTINUED)

Another element of the reconciliation states that “The issuance of long-term debt (e.g. bonds, leases)
provides current financial resources to governmental funds, while the repayment of the principal of long-
term debt consumes the current financial resources of governmental funds. Neither transaction, however,
has any effect on net assets. Also, governmental funds report the effect of issuance costs, premiums,
discounts, and similar items when debt is first issued, whereas these amounts are deferred and amortized
in the statement of activities.” The details of this difference are as follows:

Issuance of State Loans $ 6,201,377
Capital lease proceeds 600,000
Governmental bonded debt payments (6,705,389)
Capital leases payments (384,994)

Net adjustment to increase net changes in fund balances -
total governmental funds to arrive at changes in net assets
of governmental activities $ (289,006)

Another element of the reconciliation states that “Some expenses reported in the statement of activities do
not require the use of current financial resources and therefore are not reported as expenditures in
governmental funds.” The details of this difference are as follows:

Amortization of bond premium $ 145,121

Change in compensated absences (292,686)
Change in accrued interest (146,564)
Amortization of issuance costs (250,247)

Net adjustment to decrease net changes in_fund balances - total

governmental funds to arrive at changes in net assets of
governmental activities $ (544,376)
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IV. DETAILED NOTES ON ALL FUNDS
A. CASH AND INVESTMENTS
At September 30, 2006, the carrying amount of deposits was $§ 948,704 primarily consisting of
outstanding checks; and the respective bank balances totaled $ 2,040,704. The City’s bank balances were
fully insured or collateralized with securities held by the City’s agent in the City’s name.
Investments —
All investments are presented at fair value. The fair value of U.S. Government Securities is based upon
discounted future cash flows. The fair value of the positions in the state investment pools is the same as

the value of the pool shares. The increase in the fair value of investments during the year ended
September 30, 2006 is as follows:

Fair value at September 30, 2006 $ 84,118,555
Add: Proceeds of investments matured this fiscal year 61,477,969
Less: Cost of investments purchased this fiscal year (52,552,273)
Less: Fair value at September 30, 2005 (92,195,373)
Change in fair value of investments $ 848,878

Reconciliation of cash and investments to the statement of net assets amounts for cash and cash equivalents
and investments is as follows:

Cash in banks $ 948,704
Investments 214,488,248
Total cash and investments $215,436,952

Statement of net assets presentation:

Cash and cash equivalents $ 50,583,333
Investments 72,663,506
Restricted assets -
Cash and cash equivalents 80,735,064
Investments 11,455,049
Total cash and cash equivalents and investments $215,436,952
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A. CASH AND INVESTMENTS (CONTINUED)

Investments are classified as follows:

Weighted

Average

Carrying Fair Maturity

Amount Value (Days)
U. S. Government Securities $ 84,118,555 $ 84,118,555 333
Investments in State Investment Pools 130,369,693 130,369,693 1
$214,488,248  $214,488,248

Portfolio weighted average maturity 131

In accordance with its investment policy, the City manages its interest rate risk by limiting the weighted
average maturity of its portfolio to less than 300 days.

Legal and Contractual Provisions Governing Deposits and Investments

The Public Funds Investment Act (Government Code Chapter 2256) contains specific provisions in the
areas of investment practices, management reports and establishment of appropriate policies. Among
other things, it requires the City to adopt, implement, and publicize an investment policy. That policy
must address the following areas: (1) safety of principal and liquidity, (2) portfolio diversification, (3)
allowable investments, (4) acceptable risk levels, (5) expected rates of return, (6) maximum allowable
stated maturity of portfolio investments, (7) maximum average dollar-weighted maturity allowed based
on the stated maturity date for the portfolio, (8) investment staff quality and capabilities, and (9) bid
solicitation preferences for certificates of deposit. Statutes authorize the City to invest in (1) obligations
of the U.S. Treasury, certain U.S. agencies, and the State of Texas, (2) certificates of deposit, (3) certain
municipal securities, (4) money market savings accounts, (5) repurchase agreements, (6) bankers
acceptances, (7) mutual funds, (8) investment pools, (9) guaranteed investment contracts, and (10)
common trust funds. The Act also requires the City to have independent auditors perform test procedures
related to investment practices as provided by the Act. The City is in substantial compliance with the
requirements of the Act and with local policies.

Additional contractual provisions governing deposits and investments are as follows:

The funds of the City must be deposited and invested under the terms of a contract, contents of which are
set out in the Depository Contract Law. The depository bank places approved pledged securities for
safekeeping and trust with the City's agent bank in an amount sufficient to protect City funds on a day-to-
day basis during the period of the contract. The pledge of approved securities is waived only to the extent
of the depository bank's dollar amount of Federal Deposit Insurance Corporation ("FDIC') insurance.
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DETAILED NOTES ON ALL FUNDS (CONTINUED)

A. CASH AND INVESTMENTS (CONTINUED)

Policies Governing Deposits and Investments

Foreign Currency Risk — The City’s deposits and investments are not exposed to foreign currency risk.
Custodial Credit Risk — The City’s policy is to be collateralized. The City was fully collateralized
during the year.

Interest Rate Risk — The City has no debt securities which have interest rate risk.

Other Credit Risk Exposure — The City does not invest in debt securities directly; however there are
some in the pools the City invests in.

The City invests on a short term basis in two investment pools. At September 30, 2006, $ 108,214,810
was invested in Texpool. The Comptroller of Public Accounts is the sole officer and director of the Texas
Treasury Safekeeping Trust Company, which is authorized to operate the state investment pool. The
Comptroller maintains oversight of all operations of the pool. The state investment pool is rated AAAm
by Standard and Poor’s.

In addition, $ 22,154,883 was invested in the Texas Short Term Asset Reserve Program (TexSTAR).
TexSTAR is an investment pool that is authorized under Chapters 791 (Cooperation Act) and 2256
(Investment Act) of the Texas Government Code. The investment pool is managed by a five member
board of directors and a nine member advisory board. Participants have representation on the board.
TexSTAR is rated AAAm by Standard & Poors.

Concentration Risk — The City invests only in pools and U. S. Government Securities. State law
authorizes the City to invest in obligations of the United States government and its agencies, commercial
paper and certificates of deposit of any state or federally chartered bank. All investments made in 2006
were of the aforementioned categories. There are no positions of 5 percent or more in the securities of a
single issuer,

B. PROPERTY TAXES AND RECEIVABLES

Property taxes attach as an enforceable lien on January 1. Taxes are levied on or about October |, are
due on November 1, and are past due the following February 1. The Williamson Centr